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1-001

CHAPTER 1

1-000 Introduction To Contract Audit

1-001 Scope of Chapter

This chapter introduces the chapters
and appendixes which follow. It provides
information on the contract audit mission;

responsibilities of DCAA and the contract
auditor; and the relationships of DCAA to
other Department of Defense components,
other government agencies, and contrac-
tors.

1-100 Section 1 --- Establishment and Responsibilities of DCAA

1-101 Introduction

This section describes the establish-
ment, responsibilities, and  inter-
organizational relationship of DCAA.

1-102 Establishment and Responsibilities

a The Defense Contract Audit Agency
was edtablished by a directive of the De-
partment of Defense for the purpose of per-
forming &l contract auditing for the De-
partment of Defense (DoD) and providing
accounting and financial advisory services,
in connection with the negotiation, admini-
stration and settlement of contracts and sub-
contracts, to all DoD procurement and con-
tract administration activities. DCAA adso
furnishes contract audit service to other gov-
ernment agencies (see 1-302b.).

b. The role of the auditor is advisory,
except that on cost-type contracts the auditor
is required to comply with specific contract
provisions. Procedures for such compliance
are discussed in Chapter 6.

c. Although the detection of fraud or
similar unlawful activity is not the pri-
mary function of contract audit, the audi-
tor has a responsibility to plan and per-
form the audit to obtain reasonable
assurance about whether the contractor
submissions and supporting data are free
of material misstatement, whether caused
by error or by fraud. When fraud or simi-
lar unlawful activity is suspected, the
auditor shall be guided by 4-700.

1-103 Relationship --- DCAA and the
Office of the Secretary of Defense

DCAA is a separate agency of the De-
partment of Defense under the direction,

authority, and control of the Under Secre-
tary of Defense (Comptroller). Supplement
1-1S1 contains the Agency charter, DoD
Directive 5105.36.

1-104 Nature of Contract Auditing
1-104.1 Introduction

The following paragraphs state the ob-
jective of contract auditing and in broad
terms how the objective is accomplished.

1-104.2 Contract Audit Objective

a. The purpose of contract auditing is
to assist in achieving prudent contracting
by providing those responsible for gov-
ernment procurement with financial in-
formation and advice relating to contrac-
tual matters and the effectiveness,
efficiency, and economy of contractors'
operations. Contract audit activities in-
clude providing professional advice on
accounting and financial matters to assist
in the negotiation, award, administration,
repricing and settlement of contracts.
Audit interest encompasses the totality of
the contractor's operations. Audits are
performed to assure the existence of ade-
guate controls which will prevent or avoid
wasteful, careless, and inefficient prac-
tices by contractors. These audits include
the evaluation of a contractor's policies,
procedures, controls and actual perform-
ance, identifying and evaluating all activi-
ties which either contribute to, or have an
impact on, proposed or incurred costs of
government contracts. Areas of concern
to the auditor include the adequacy of
contractor's policies, procedures, prac-
tices, and internal controls relating to
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accounting, estimating, and procurement;
the evaluation of contractors management
policies and decisions affecting costs; the
accuracy and reasonableness of contrac-
tors' cost representations; the adequacy
and reliability of contractors' records for
government-owned property; the financial
capabilities of the contractor; and the
appropriateness of contractual provisions
having accounting or financial signifi-
cance. The auditor should recommend
such changes as the audit discloses to be
warranted. The terms "examination," "re-
view," or "application of agreed-upon
procedures” refer to evaluations by con-
tract auditors of contractors' statements of
costs to be incurred (cost estimates) or
statements of cost actually incurred to the
extent deemed appropriate by the auditors
in the light of their experience with the
contractors and relying upon their ap-
praisals of the effectiveness of the con-
tractors' policies, procedures, controls,
and practices. Such evaluations may con-
sist of desk reviews, test checks of a lim-
ited number of transactions, or examina-
tions in depth at the discretion of the
auditors.

b. To accomplish the objective of con-
tract auditing, the auditor must examine
or develop sufficient evidence to support
a valid opinion of the extent to which
costs or estimates contained in a contrac-
tor's claim or proposal are (1) reasonable
as to nature and amount, (2) allocable,
and measurable by the application of duly
promulgated cost accounting standards,
and (3) generally accepted accounting
principles and practices appropriate to the
particular circumstances;, and (4) in ac-
cordance with applicable cost limitations
or exclusions as stated in the contract or
in FAR. The auditor will find it extremely
useful at the onset of the examination, in
planning the audit program and approach
to review the contractor's accounting no-
menclature, chart of accounts, accounting
manuals and financial statements. It
should, however, be recognized that pro-
fessional opinions and conclusions on the
acceptability of contract costs must be
based on the auditor's knowledge of the
contractor's classification practices and
the actual nature of the expenditures
charged to the various accounts and clas-
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sifications. This knowledge is best gained
by selective testing of transactions re-
corded in the various accounts.

c. The auditor should at al times be
alert to any matters that may affect the
government's prudent and efficient man-
agement of its procurement program. When
the auditor becomes aware of the need for
improved government practices, the appro-
priate office should be advised and, to the
maximum extent feasible, the corrective
measures should be recommended in the
audit report.

d. In performing normal auditing pro-
cedures in connection with an examination,
auditors should be alert for indications of
excessive contract prices or profits and for
evidence of overcharges or inadequate
compensation to the government. If the
auditor finds an indication of such a condi-
tion, he or she should discuss it with the
supervisor to decide whether further
evaluation is warranted and whether the
condition is properly reportable as one
involving (1) suspected fraud or other simi-
lar irregularities (4-700); (2) defective pric-
ing (14-100); or (3) solicitation of avolun-
tary refund (4-800). Guidance for
determining which of the above reporting
procedures should be used is contained in
the referenced paragraphs. If the condition
is not reportable under the foregoing guid-
ance, a report stating the pertinent facts
should nevertheless be submitted to Head-
guarters, DCAA, Attention: Deputy Assis-
tant Director, Operations.

e. FAR 15.408(b) prescribes the inser-
tion of a "defective pricing" clause
(FAR52.215-10) which accords the gov-
ernment a contractual basis for reducing
the contract price under certain conditions.
When, after contract execution, it is
learned that the contract price was negoti-
ated on the basis of cost or pricing data
furnished by the contractor that was in-
complete, inaccurate or not current, the
contracting officer may reduce the contract
price. Guidance concerning the auditor's
roleinthisareais stated in Chapter 14.

f. FAR 52.230-2 prescribes the insertion
into contracts and subcontracts of a "cost
accounting standards' clause which requires
certain contractors or subcontractors to dis-
close in writing their cost accounting prac-
tices, to follow the disclosed practices con-
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sistently, to comply with duly promulgated
cost accounting standards, and to agree to
contract price adjustment for any increased
cost to the government as a result of the
contractor's failure to comply with applica
ble cost accounting standards. Guidance
concerning the auditor's role with respect to
cost accounting standards is stated in Chap-
ter 8.

g. FAR 16.102(c) provides that the
cost-plus-a-percentage-of -cost system of
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contracting shall not be used by the gov-
ernment for any prime contract; or a-
lowed to be used in any chain of cost or
redeterminable subcontracts, unbroken by
a firm-fixed-price subcontract. If such a
contract or subcontract is encountered,
the entire cost, including the amount rep-
resenting the percentage added, will be
disapproved under cost-type contracts and
recommended for nonacceptance under
fixed-price redeterminable contracts.
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1-1S1 Supplement --- DoD Directive 5105.36 --- Defense Contract Audit
Agency Charter

Department of Defense

DIRECTIVE

NUMBER 5105.36
February 28, 2002

DA&M

SUBJECT: Defense Contract Audit Agency (DCAA)

References: (a) Title 10, United States Code

(b) DoD Directive 5105.36, "Defense Contract Audit Agency,"June 8,

1978 (hereby canceled)

(c) DoD Directive 8910.1, "Management and Control of Information
Requirements," June 11, 1993
(d) DoD 5025.1-M, "DoD Directive System Procedures," August 1994

[Text reformatted for CAM publication]
1. REISSUANCE AND PURPOSE

Pursuant to the authority provided in refer-

ence (a), this Directive reissues reference

(b) to update the responsibilities, functions,

glé}horities, and relationships as outlined
ow.

2. APPLICABILITY

This Directive applies to the Office of the
Secretary of Defense, the Military Depart-
ments, the Chairman of the Joint Chiefs of
Staff, the Combatant Commands, the Of-
fice of the Inspector General of the De-
partment of Defense, the Defense Agen-
cies, the DoD Field Activities, and al other
organizational entities within the Depart-
ment of Defense (hereafter referred to col-
lectively as "the DoD Components”).

3. MISSION

The Defense Contract Audit Agency
(DCAA) shall:

3.1. Perform all necessary contract audit
for the Department of Defense and pro-

vide accounting and financial advisory
services regarding contracts and subcon-
tracts to all DoD Components responsible
for procurement and contract administra-
tion. These services will be provided in
connection with negotiation, administra-
tion, and settlement of contracts and sub-
contracts.

3.2. Provide contract audit service to
other Government Agencies, as appropri-
ate.

4. ORGANIZATION AND
MANAGEMENT

4.1. The DCAA is established as a separate
Agency of the Department of Defense un-
der the authority, direction, and control of
the Under Secretary of Defense (Comptrol-
ler)/Chief Financial Officer
(USD(C)/CFO). It shall consist of a Direc-
tor and such subordinate organizational
elements as are established by the Director
within resources authorized by the Secre-
tary of Defense.

4.2. No separate contract audit organization
independent of the DCAA shall be estab-
lished in the Department of Defense.
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5. RESPONSIBILITIES AND
FUNCTIONS

The Director, Defense Contract Audit

Agency shall:

5.1. Organize, direct, and manage the
DCAA and all assigned resources.

5.2. Assist in achieving the objective of
prudent contracting by providing DoD
officials responsible for procurement and
contract administration with financial in-
formation and advice on proposed or exist-
ing contracts and contractors, as appropri-
ate.

5.3. Audit, examine and/or review contrac-
tors and subcontractors' accounts, records,
documents, and other evidence; systems of
internal control; accounting, costing, and
genera business practices and procedures,
to the extent and in whatever manner is
considered necessary to permit proper per-
formance of the other functions described
in paragraphs 5.4. through 5.12., below.

5.4. Approve, suspend, or disapprove costs
on reimbursement vouchers received di-
rectly from contractors, under cost-type
contracts, transmitting the vouchers to the
cognizant Disbursing Officer.

5.5. Provide information and advice on
proposed or existing contracts and contrac-
tors, as contemplated by paragraph 5.2.,
including, but not limited to, the following
aress:

5.5.1. Acceptability of costs incurred under
redeterminable, incentive, and similar type
contracts.

5.5.2. Acceptability of incurred costs and
estimates of cost to be incurred as repre-
sented by contractors incident to the award,
negotiation, modification, change, admini-
stration, termination, or settlement of con-
tracts.

5.5.3. Adeguacy of financia or accounting
aspects of contract provisions.

5.5.4. Adequacy of contractors' account-
ing and financial management systems,
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estimating procedures, and property con-
trols.

5.6. Assist responsible procurement or
contract administration activities in their
surveys of the purchasing-procurement
systems of major contractors.

5.7. Direct audit reports to the Government
management level having authority and
responsibility to take action on the audit
findings and recommendations.

5.8. Cooperate with other appropriate DoD
Components on reviews, audits, anayses,
or inquiries involving contractors' financial
position or financia and accounting poli-
cies, procedures, or practices.

5.9. Establish and maintain liaison auditors
and financial advisors, as appropriate, at
major procuring and contract administra-
tion offices.

5.10. Review General Accounting Office
reports and proposed responses thereto,
which involve significant contract or con-
tractor activities for the purpose of ensur-
ing the validity of appropriate pertinent
facts contained therein.

5.11. In an advisory capacity, attend and
participate, as appropriate, in contract ne-
gotiation and other meetings where con-
tract cost matters, audit reports, or related
financial matters are under consideration.

5.12. Provide assistance, as requested, in
the development of procurement policies
and regulations.

5.13. Report incidents of fraud, waste, and
abuse to the appropriate authorities.

5.14. Perform such other functions as may
be assigned by the Secretary and Deputy
Secretary of Defense or USD(C)/CFO.

6. AUTHORITY

The Director, DCAA, is specificaly dele-
gated authority to:

6.1. Communicate directly with the Heads
of the DoD Components, as necessary, to
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carry out assigned functions, including the
transmission of requests for advice and
assistance. Communications to the Military
Departments shall be transmitted through
the Secretaries of the Military Depart-
ments, their designees, or as otherwise
provided in law or directed by the Secre-
tary of Defense in other DoD issuances.
Communications to the Commanders of
the Combatant Commands shall be trans-
mitted through the Chairman of the Joint
Chiefs of Staff except those communica-
tions dealing solely with contract audit
functions.

6.2. Communicate with other Government
officials, representatives of the legidative
branch, members of the public, and repre-
sentatives of foreign governments, as ap-
propriate, in carrying out assigned func-
tions.

6.3. Obtain reports and information consis-
tent with the policies and criteria of DoD
Directive 8910.1 (reference (c)), as neces-
sary, to carry out assigned functions.

6.4. Issue DoD Instructions, DoD Publica-
tions, and one-time directive-type memo-
randa, consistent with DoD 5025.1-M (ref-
erence (d)), which implement policy
approved by the Secretary of Defense in
assigned areas of responsibility. Instruc-
tions to the Military Departments shall be
issued through the Secretaries of the Mili-
tary Departments. Instructions to the Com-
batant Commands shall be communicated
tk]lrouagf? the Chairman of the Joint Chiefs
of Staff.

6.5. Establish DCAA facilities using ap-
propriate established physical facilities and
services of other DoD Components when-
ever practicable to achieve maximum effi-
ciency and economy.

6.6. Exercise the administrative authorities
contained in enclosure 1 of this Directive.

7. RELATIONSHIPS

7.1. In the performance of assigned respon-
sibilities and functions, the Director,
DCAA shal:
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7.1.1. Maintain appropriate liaison with
other components of the Department of
Defense, other Executive Departments and
Agencies, the General Accounting Office
foreign governments, and private sector
organizations for the exchange of informa-
tion and programs in the field of assigned
responsibilities.

7.1.2. Receive support from the Military
Departments and other DoD Components
within their respective fields of responsi-
bility to assist in carrying out the assigned
responsibilities and functions of the
Agency.

7.2. Procurement and contract administra-
tion activities of the DoD Components
shall utilize audit services of the DCAA to
the extent appropriate in connection with
the negotiation, administration, and settle-
ment of contract payments and prices that
are based on cost (incurred or estimated),
or on cost analysis.

8. ADMINISTRATION

8.1. The Director, DCAA, shall be a civil-
ian appointed by the Secretary of Defense.

8.2. The appointment of other personnel to
the Agency will be subject to the approval
of the Director, DCAA or hisher designee.

8.3. DCAA shall utilize existing facilities
and services of the Department of Defense
and other Federa Agencies, whenever
practicable, to avoid duplication and to
achieve an appropriate balance among
modernization, efficiency, and economy.

8.4. The Military Departments shall assign
military personnel to DCAA in accordance
with approved authorizations and proce-
dures for assignment to joint duty.

8.5. DCAA will be authorized such per-
sonnel, facilities, funds, and other adminis-
trative support as the Secretary of Defense
deems necessary.

9. EFFECTIVE DATE

This Directive is effective immediately.
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El. ENCLOSURE 1
DELEGATIONS OF AUTHORITY

E1.1.1. Pursuant to the authority vested in
the Secretary of Defense, and subject to
the authority, direction, and control of the
Secretary of Defense and the Under Sec-
retary of Defense (Comptroller)/Chief
Financial Officer, and in accordance with
DoD policies, Directives, and Instruc-
tions, the Director, Defense Contract Au-
dit Agency (DCAA), or, in the absence of
the Director, the person acting for the
Director, is hereby delegated authority as
required in the administration and opera-
tion of DCAA to:

E1.1.1.1. Exercise the powers vested in the
Secretary of Defense by 5 U.S.C. 301,
302(b), 3101, and 5107 on the employ-
ment, direction, and general administration
of DCAA civilian personnel.

E1.1.1.2. Fix rates of pay of wage-rate em-
ployees exempted from the Classification
Act of 1949 by 5 U.S.C. 5102 on the basis
of rates established under the Federal Wage
System. In fixing such rates, the Director,
DCAA, shdl follow the wage schedule
established by the DoD Wage Fixing Au-
thority.

E1.1.1.3. Administer oaths of office to
those entering the Executive Branch of the
Federal Government or any other oath re-
quired by law in connection with employ-
ment therein, in accordance with 5 U.S.C.
2903, and designate in writing, as may be
necessary, officers and employees of the
DCAA to perform this function.

E1.1.14. Establish a DCAA Incentive
Awards Board and pay cash awards to, and
incur necessary expenses for the honorary
recognition of, civilian employees of the
Government whose suggestions, inven-
tions, superior accomplishments, or other
personal efforts, including special acts or
services, benefit or affect the DCAA, in
accordance with 5 U.S.C. 4503, Office of
Personnel Management (OPM) regulations,
and DoD 1400.25-M, Chapter 400, Sub-
chapter 451.

E1.1.15. Maintain an official seal and
attest to the authenticity of official records
under the seal.

E1.1.1.6. Establish advisory committees
and employ temporary or intermittent ex-
perts or consultants, as approved by the
Secretary of Defense, for the performance
of DCAA functions consistent with 10
U.S.C. 173; 5 U.S.C. 3109(b); and DoD
Directive 5105.4, "Department of Defense
Federal Advisory Committee Management
Program.”

E1.1.1.7. In accordance with Executive
Order 10450, "Security Reguirements for
Government Employment,” April 27, 1953;
Executive Order 12333, "United States
Intelligence Activities," December 4, 1981,
and Executive Order 12968, "Access to
Classified Information,” August 4, 1995;
and DoD Directive 5200.2, "DoD Person-
nel Security Program,” as appropriate:

E1.1.1.7.1. Designate any position in
DCAA asa"sensitive" position.

E1.1.1.7.2. Authorize, in case of an emer-
gency, the appointment of a person to a
sensitive position in the DCAA for a lim-
ited period of time for whom a full field
investigation or other appropriate investi-
gation, including the National Agency
Check, has not been compl eted.

E1.1.1.7.3. Initiate personnel security in-
vestigations and, if necessary, in the inter-
est of national security, suspend a security
clearance for personnel assigned, detailed
to, or employed by the DCAA. Any actions
under this paragraph shal be taken in ac-
cordance with procedures prescribed in
DoD 5200.2-R, "Personnel Security Pro-
gram."

E1.1.1.8. Authorize and approve:

E1.1.1.8.1. Temporary duty travel only for
military personnel assigned or detailed to
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the DCAA in accordance with Joint Travel
Regulations (JFTR), Volume 1, "Uni-
formed Service Members," current edition.

E1.1.1.8.2. Travel for DCAA civilian
personnel in accordance with Joint Travel
Regulations (JTR), Volume 2, "DoD Ci-
vilian Personnel," current edition.

E1.1.1.8.3. Invitational travel to non-DoD
personnel whose consultative, advisory,
or other highly specialized technical ser-
vices are required in a capacity that is
directly related to, or in connection with
DCAA activities, in accordance with JTR,
Volume 2, "DoD Civilian Personnel ."

E1.1.1.8.4. Overtime work for DCAA
civilian personnel in accordance with 5
U.S.C. Chapter 55, Subchapter V, and
applicable OPM regulations.

E1.1.1.9. Approve the expenditure of funds
available for travel by military personnel
assigned or detailed to the DCAA for ex-
penses incident to attendance at meetings
of technical, scientific, professional or
other similar organizations in such in-
stances when the approval of the Secretary
of Defense, or his designee, is required by
37 US.C. 412 and 5 U.SC. 4110 and
4111.

E1.1.1.10. Develop, establish and main-
tain an active and continuing Records
Management Program, pursuant to 44
U.S.C. 3102 and DoD Directive 5015.2,
"DoD Records Management Program.”

E1.1.1.11. Utilize the Government pur-
chase card for making micro-purchases of
material and services, other than personal
services, for the DCAA when it is deter-
mined more advantageous and consistent
with the best interests of the Government.

E1.1.1.12. Authorize the publication of
advertisements, notices or proposals in
newspapers, magazines or other public
periodicals as required for the effective
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administration and operation of the DCAA
consistent with 44 U.S.C. 3702.

E1.1.1.13. Establish and maintain, for the
functions assigned, an appropriate publica
tions system for the promulgation of com-
mon supply and service regulations, instruc-
tions, and reference documents, and changes
thereto, pursuant to the policies and proce-
dures prescribed in DoD 5025.1-M, "DoD
Directives System Procedures.”

E1.1.1.14. Enter into support and service
agreements with the Military Departments,
other DoD Components, or other Govern-
ment Agencies, as required, for the effec-
tive performance of DCAA functions and
responsibilities.

E1.1.1.15. Establish and maintain appro-
priate property accounts for the DCAA and
appoint Boards of Survey, approve reports
of survey, relieve persona liability, and
drop accountability for DCAA property
contained in the authorized property ac-
counts that has been lost, damaged, stolen,
destroyed, or otherwise rendered unserv-
iceable, in accordance with applicable laws
and regulations.

E1.1.1.16. Promulgate the necessary secu-
rity regulations for the protection of prop-
erty and places under the jurisdiction of the
Director, DCAA, pursuant to DoD Direc-
tive 5200.8, "Security of DoD Installations
and Resources."

E1.1.1.17. Lease property under the control
of the DCAA, under terms that will pro-
mote the national defense or that will be in
the public interest, pursuant to 10 U.S.C.
2667.

E1.1.2. The Director, DCAA may redele-
gate these authorities as appropriate, and
in writing, except as otherwise specifi-
cally indicated above or as otherwise pro-
vided by law or regulation.

E1.1.3. This delegation of authority is ef-
fectiveimmediately.
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1-200 Section 2 --- Relationships with the General Accounting Office

1-201 Introduction

This section contains procedures and
guidance on (1) granting the General Ac-
counting Office access to DCAA audit
records and files, (2) submitting informa-
tion and comments to Headquarters for
replies to General Accounting Office
(GAO) reports, (3) coordinating DCAA
and GAO activities to ensure effective
working relationships, and (4) coordinating
DCAA and GAO performance of posta-
ward audits of cost or pricing data for
possible defective pricing. Relationships
with members of Congress and Congres-
sional committees are discussed at 1-410.

1-202 Relationship --- DCAA and GAO

a The GAO has broad authority for
conducting audits and investigations to
enable the Comptroller Genera, as an
agent of Congress, to determine whether
executive departments and government
agencies properly discharge their financial
responsibilities. In connection with the
audit of the procurement function, the
GAO is granted access to contractors re-
cords by law and by contract provisions.
DoD personnel at al levels will cooperate
fully with representatives of the Genera
Accounting Office.

b. The Quality Assurance Division
(PQA) monitors and coordinates all GAO
matters in accordance with DoDD No.
7650.3, Followup on General Accounting
Office, DoD Inspector General, Internal
Audit, and Internal Review Reports; No.
7650.1, General Accounting Office Ac-
cess to Records; and No. 7650.2, General
Accounting Office Audits and Reports.

1-203 GAO Accessto Records and Files

a. When requested by GAO, furnish
audit reports and associated working pa-
pers in accordance with DoDD 7650.1,
General Accounting Office Access to Re-
cords, and DCAAR Number 5205.1,
DCAA Information Security Program, and
the procedures below. Advance approval of
regiona offices or Headquarters is not
required, provided that the GAO has noti-

fied the Secretary of Defense and DCAA
of the review and held an entrance confer-
ence with DoD officials.

b. Do not furnish non-DoD agency re-
ports, military department reports, non-
DoD Inspector General reports, or criminal
investigation organization reports (includ-
ing the FBI) unless approved by DCAA
Headquarters. This restriction also applies
to summaries of such reports.

c. Promptly submit pertinent informa-
tion to the Regiona Quality Assurance
Division (or other designated regiona of-
fice element) and Headquarters, ATTN:
PQA. Identify the information furnished to
GAO.

1-203.1 Accessto Audit Records and
Fileson Completed Audits

a. When requested, grant GAO repre-
sentatives unlimited access to audit records
and files applicable to completed audits.
This includes access to files on al types of
system surveys, audit programs, working
papers, correspondence on cost allowances,
notices of cost suspended or disapproved,
contracts, and audit reports.

b. Cooperate with GAO representatives
by providing copies of existing reports and
other documents. When furnishing contrac-
tor proprietary information to the GAO
(e.g., documents marked For Officia Use
Only (FOUO) or documents that are be-
lieved to contain contractor proprietary
data), include the following statement in
the transmittal memorandum:

"Please be advised that the contractor
financial and accounting system in-
formation contained in this [letter / re-
port / enclosure] is considered proprie-
tary by the company and should not be
released to the public. The information
made available to you in this [letter /
report / enclosure] contains financial
data furnished to the government in
confidence. Such information must be
protected from unauthorized disclo-
sure under 18 U.S.C. 1905. For this
reason, the [letter / report / enclosure]
has been marked FOR OFFICIAL USE
ONLY."
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c. FAOs should also cooperate with
GAO representatives requesting data
and/or the completion of questionnaires.
Refer GAO data requests that require the
preparation of extensive analyses or sched-
ules to Headquarters, ATTN: PQA. (Also
see b above.)

d. Encourage the GAO representatives
to perform their analytical effort onsite,
both to minimize the use of DCAA re-
sources and to enable the auditor to explain
or clarify dataif required.

1-203.2 Access to Audit Records and
Files on Incomplete Audits

Resolve requests for access to records
and files applicable to incomplete audits
with the GAO representatives on an indi-
vidual case basis. Make every effort to
dissuade the GAO representative from
examining records and files on incomplete
audits, because any audit conclusions in-
cluded therein are tentative. They do not
represent the official position of DCAA
until the audit is completed and the report
issued. This does not preclude granting the
GAO access to any factual data contained
in the records or files.

1-203.3 Accessto Audit Recordson Re-
pliesto GAO Reports

Refer GAO requests for access to cop-
ies of correspondence or memorandums
prepared to assist DCAA Headquarters and
military departments or agencies in the
formulation of an official reply to a GAO
draft report or final report to Headquarters,
ATTN: PQA. This information requires
special consideration because it does not
represent the final position of DCAA or the
military department or agency concerned
with the report.

1-204 Repliesto GAO Reports

a. GAO reporting on defense contract-
ing is primarily accomplished through (1)
reports (draft and final) issued by its head-
quarters office and addressed to the Secre-
tary of Defense, the Secretaries of the Mili-
tary Departments, or heads of Defense
agencies; (2) letter reports issued by GAO
regional offices directly to officials of field

July 2003

activities of the Military Departments or
DoD agencies, and (3) congressional testi-
mony.

b. DCAA will generaly be requested to
submit comments and participate in formu-
lating the official DoD position on the cost
aspects and related recommendations in
GAO reports issued on defense contractors
and on contract audit matters.

1-204.1 Repliesto GAO Headquarters
Reports

a. These reports generally pertain to
defense contracting. They are initialy
submitted in draft form with a request for
an official response and comments. The
response is usualy incorporated in the fina
GAO report.

b. The Deputy Director for GAO Af-
fairs, under the Director for Audit Fol-
lowup, Office of the Assistant Inspector
General for Audit refers all proposed DoD
responses to GAO Headquarters reports
related to procurement or contract audit
matters to DCAA Headquarters for concur-
rence or comment prior to approva for
signature elsewhere in the Department of
Defense.

c. In advance, Headquarters reviews
GAO reports that may require comment.
The cognizant Headquarters element  will
immediately transmit the report to the re-
giond office(s) and FAO(s) involved if field
action or input is required. The cognizant
regional office or FAO will prepare the field
office response in accordance with para
graph d. below and any specid reguests
stated in the Headquarters transmittal.

d. Review and evauate the factual in-
formation, the surrounding circumstances,
and the conclusions presented in the report.
Comment on any corrective action taken or
proposed. In addition, note any GAO re-
port statements that are not fully compati-
ble with audit findings or on which infor-
mation is not available. To minimize
elapsed time, conferences with the GAO
review team may be necessary. In this case,
make an appropriate request to the loca
GAO office or to the cognizant Headquar-
ters element, depending on the origin of the
GAO report.

e. In some cases the primary action
office requests Headquarters to perform
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audits or examine specific contractor re-
cords to aid in formulating the DoD posi-
tion on a GAO report. In these instances,
Headquarters will establish a firm due date
for the response and forward the request
directly to the field audit office, with cop-
ies to the regional office. Submit the field
audit office's reply to the cognizant Head-
guarters element with a copy to the re-
gional office.

f. Field audit offices may receive di-
rect requests from procurement or con-
tract administration field components for
audit service on specific GAO reports.
Promptly forward copies of all correspon-
dence, memorandums of conversations,
and reports prepared in response to such
requests to Headquarters, ATTN: PQA,
\f/yith copies to the cognizant regional of-

ice.

0. Procedures for responding to GAO
reviews are set forth in DCAAI 7050.2,
“Responding to Oversight Reviews.”
Procedures for monitoring compliance
with GAO recommendations are set forth
in DCAAR 7640.12, “Follow-up on Audit
Reports Concerning Defense Contract Au-
dit Agency Operations.”

1-204.2 Repliesto L etter Reports of
GAO Regional Offices

a. GAO regiona offices may issue letter
reports on defense contracting directly to
officials of field activities of DoD agencies
or the military departments. Letter reports
include any written communication from
GAO requiring written response. These
reports generaly relate to matters of less
significance than GAO Headquarters re-
ports. They are addressed to the particular
field activity responsible for the matters
reported upon or for the implementation of
any recommendations contained in the
report. Thus, letter reports may be ad-
dressed to field procurement or contract
administration offices or to DCAA field
offices.

b. Prepare responses to GAO letter
reports for the signature of the regional
director. To assure uniformity in re-
sponses and conformity with DCAA pol-
icy, submit drafts of the proposed re-
sponses to Headquarters, ATTN: PQA,
for concurrence prior to issuance. When
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necessary to meet a deadline, concurrence
of Headquarters (PQA) may be obtained
by telephone.

c. FAOs may receive requests directly
from a field procurement or contract ad-
ministration office for audit information
in connection with their responses to let-
ter reports which were addressed to them.
Honor such requests pertaining to con-
tract audit responsibility. Prepare the re-
sponse for the regional director's signa-
ture and reply directly to the requesting
activity. Forward copies of al correspon-
dence and reports prepared in response to
such requests to Headquarters, ATTN:

PQA.
1-204.3 Congressional Testimony

a. GAO also reports on defense con-
tracting through testimony presented
before Congress. Occasionally DCAA
Headquarters is requested to analyze the
testimony in advance for factual accu-
racy and concurrence. These requests
often have a short response time, and
regional or field office input is usually
not feasible.

b. Procedures to be followed in provid-
ing testimony to Congress are set forth in
DCAAR 5030.16, “Supporting Congres-
sional Requests for Information.”

1-204.4 Explanations of Delaysin Sub-
mission of Responsesto GAO Reports

Promptly submit an interim reply to the
cognizant Headquarters element with a
copy to the regional office, when a com-
plete response cannot be submitted by the
established due date. State the specific
reasons the due date cannot be met and the
estimated time needed to complete the
evaluation. Address as many of the report
findings, conclusions, and recommenda
tions as possible.

1-205 Liaison Between DCAA and
General Accounting Office Activities

Maintain formal and informal liaison
between DCAA and GAO at the headquar-
ters and/or regional office levels to estab-
lish an effective working relationship. This
is not intended to diminish or detract from
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the statutory and executive responsibilities,
functions, or independence of either GAO
or DCAA.

1-205.1 Headquarters Liaison

Maintain direct headquarters-to-
headquarters liaison between DCAA and
GAO to (1) resolve field operating prob-
lems requiring Headquarters attention, (2)
coordinate studies to be performed by
GAO é&ffecting the contract audit area, and
(3) exchange ideas and training material in
connection with improving the perform-
ance of the two agencies.

1-205.2 Regional Office Liaison

a. Determine the level and frequency
of communication with GAO regional
officials by assessing local conditions and
GAO involvement in contract audit mat-
ters. Regional directors should decide on
the need for local conferences (see 1-
205.3) and periodically visit or contact
GAO representatives located within their
regional boundaries to explore the need
for more formal information exchange.
Periodic meetings are encouraged to re-
solve specific problems and to discuss the
results of individual GAO reviews of con-
tractor activities containing significant
contract audit findings.

b. In those cities where GAO has a re-
giona office and DCAA does not, desig-
nate a branch manager or resident auditor
as a DCAA regiond liaison representative
to provide a local contact point to facilitate
day-to-day working relationships and to
resolve problems.

. Submit a copy of the minutes of any
formal liaison meeting to Headquarters,
ATTN: PQA.

1-205.3 Regional Conferenceswith GAO

a. Regional directors are encouraged to
schedule periodic conferences to promote
free and open discussions between GAO
and DCAA at the regional level. Confer-
ences should cover current items of com-
mon interest, such as plans for added or
decreased emphasis in specified areas of
responsibility, technical problems, audit
approaches and techniques, and working
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relationships.  Conference  objectives
should be to identify and resolve common
problems, avoid duplication, and improve
audit techniques and coverage.

b. Where more than one GAO re-
giona office is located within the geo-
graphical jurisdiction of a DCAA re-
gional office, encourage al of the GAO
regional directors concerned to attend
the conference, unless the GAO region
is not significantly involved with con-
tract audit work. Similarly, where the
geographical jurisdiction of a GAO re-
gional office overlaps DCAA regions, it
may be appropriate for DCAA regional
directors to attend conferences held by
other DCAA regional directors.

c. Submit a copy of the minutes of any
formal liaison conference to Headquarters,
ATTN: PQA.

1-205.4 GAO Reviews Affecting DCAA

a. Except for congressional requests,
GAO regiona directors are expected to
inform DCAA of the scope of GAO
planned and in-process reviews concern-
ing contractors under DCAA audit cogni-
zance. GAO generally contacts DCAA at
the start of every review, conducts an exit
conference at the end of such reviews,
and furnishes a copy of the draft and/or
fina report. Before providing access to
the GAO reviewer, determine that the
review has been properly coordinated in
accordance with DCAAI 7050.2, which
also contains detailed procedures for sup-
port of oversight reviews affecting
DCAA.

b. When GAO isinvolved in reviews of
DCAA or in audits at contractor plants
under DCAA cognizance, work closely
with GAO to assure that there is proper
understanding of DCAA objectives and
methods to avoid GAO duplication of our
work and to determine reliance to be
placed upon the work of GAO (see 4-
1000).

c. Provide written notification to the
Regional Quality Assurance Division (or
other designated regional office element)
and Headquarters, ATTN: PQA, of 4l
GAO visitsto FAOs or contractor sites.

d. As required by DCAAI 7050.2, a
reviewed FAO will provide a written
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memorandum of significant issues to the
regional office including, Chief, Regional
Quality Assurance Division within ten
working days of an oversight visit. The
region will forward the FAO's memoran-
dum to Headquarters, PQA within five
additional working days.

1-206 I nterface with the General
Accounting Office in the Performance of
Postawar d Audits

DCAA is the responsible DoD agency
for establishing and conducting a program
for performing regularly scheduled audits
of contractor cost or pricing data for pos-
sible defective pricing (14-100). GAO
responsibilities include DoD's adherence
to applicable laws, regulations, and pro-
cedures in negotiating noncompetitive
contracts, including whether defective
pricing audits are adequately performed.
Observe the following procedures when-
ever GAO has an interest in the cost or
pricing data submitted for negotiation of a
contract or subcontract.

1-206.1 Postaward Audit Already Per-
formed by FAO

Provide the results of the audit to the
GAO representatives on request, per 1-
203.1.
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1-206.2 Postaward Audit not Completed
by FAO

DCAA has the primary responsibility
for performing defective pricing audits.
Therefore, GAO will coordinate its con-
tract and subcontract defective pricing
audit work with cognizant field audit of-
fices and rely on the contract auditor's
work where possible. Avoid duplication
of audit effort by following the proce-
dures below:

a. If the FAO has a postaward audit
scheduled that is of interest to GAO, dis-
cuss the audit plans with GAO and at-
tempt to reach agreement on an audit
schedule which provides for audit per-
formance by DCAA. Eliminate the con-
tract or subcontract from the audit sched-
ule if agreement cannot be reached and
the GAO performs the audit. In these
situations, GAO is expected to perform a
defective pricing audit of all contract cost
elements. Promptly notify the regional
office and Headquarters, ATTN: PQA, if
GAO plans to perform only a partia re-
view.

b. If the GAO identifies a contract or
subcontract for postaward audit which
had not been selected for audit by DCAA,
attempt to reach agreement on an audit
schedule which provides for audit per-
formance by DCAA.
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1-300 Section 3 --- Audit Servicesfor Non-DoD Agencies

1-301 Introduction

This section provides guidance for
performing audit services for non-DoD
agencies. The underlying audit policies,
procedures, and support requirements
pertaining to such services are presented
in 15-100.

1-302 General Rulesfor Establishing
Cognizance and Accepting or Rejecting
Non-DoD Requests

a. Federa agencies are required to es-
tablish audit cross-servicing arrangements
when doing so isin the best interest of the
Federal government and the organization
being audited. Normally, the agency with
the predominant financial interest should
arrange for al audits a an organization.
Department of Defense implementing
guidance is provided by DoDD 7600.2,
"Audit Policies." Thereunder, contract au-
dit services may be provided to other Fed-
eral agencies upon request, with reim-
bursement at cost, as prescribed by the
Under Secretary of Defense (Comptroller).

b. Cross-servicing arrangements have
been made through memorandums of un-
derstanding (MOU) with various non-DoD
agencies under the OMB criteria and DoD
implementing guidance.

c. There are many Federal agencies with
which DCAA has not established MOUSs or
had any contact concerning audit cogni-
zance. Should DCAA auditors become
aware of contract audit effort being per-
formed by or on behaf of other Federa
entities at contractor locations where
DCAA is the cognizant contract audit
agency, they should advise DCAA Head-
quarters, Attention: OWD, through their
regional offices.

d. Any non-DoD agency request con-
cerning a change in audit cognizance or
related matters should be addressed to
DCAA Headquarters, Attention: OWD.

e. DCAA isresponsible for determining
the scope of audit, including the manner
and level of effort necessary to provide
complete contract audit coverage at a con-
tractor location. The Contract Audit Man-

ual will be the determining guide for the
conduct of audits. Complete contract audit
coverage may include examinations of
internal controls and of contractor account-
ing and financial management systems
considered necessary to satisfy government
auditing standards, as incorporated in
Comptroller Genera of the United States
pamphlet “Government Auditing Stan-
dards,” June 1994. When possible, auditors
should be responsive to any additional
coverage suggested by the requesting
agency.

f. Audit working papers prepared dur-
ing the course of audits for Federal agen-
cies are the property of DCAA and will
generaly remain in the possession of the
auditor. However, they will be made avail-
able for review by properly authorized
procurement and other representatives of
the Federal agencies for which the audit
services were performed. If audit cogni-
zance is transferred from DoD to another
Federal agency, audit files may be released
to the successor agency if (1) the files are
no longer required by DCAA, (2) the files
will benefit the agency in carrying out its
audit responsibilities, and (3) there are no
restrictions on the release of the files, e.g.,
SIC and classified. FAOs should keep a
record of files transferred. Audit folders or
other documents which are still required by
DCAA may be copied by the successor
agency provided they meet the above crite-
ria. However, prior to the actua transfer of
audit files, the instructions contained in
DCAAM 5015.1 Chapter 4, paragraph B.3,
must be followed.

g. Audit reports will be addressed in the
manner prescribed in 10-206 .

h. The auditor's responsibility for at-
tending negotiation conferences requested
by non-Defense procurement officials is
essentially the same as that outlined in
15-400 for Defense procurement officials.
The auditor will aso be responsive to
inquiries and personal visits from repre-
sentatives of non-Defense agencies con-
cerning the status and performance of
requested audits. The objectives of such
personal visits should be to seek informa-
tion and to discuss mutual problems. They
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are not to be used to supervise and/or
eval uate the performance of the audit.

i. Responsibility for follow-up of
DCAA audit recommendations and reviews
of program results remain with the non-
DoD agencies for which audit services are
performed.

j. Field activities will prepare reimburs-
able billings in accordance with the re-
quirements of the DMIS User Guide.

1-303 Processing Non-DoD Agency
Requestsfor Audit Information or
Services

a. DCAA will be responsive to re-
guests received from government agen-
cies outside the Department of Defense
for information available in the audit files
when the circumstances clearly show that
the inquirer is entitled to the requested
information. There is a presumption of
entitlement if the requesting agency has a
contract or is proposing to contract with
the contractor and the information desired
is related to the negotiation or administra-
tion of that contract. Requests for specific
cost information which is readily avail-
able without audit effort will be accom-
modated without reimbursement. If the
auditor has any doubt as to whether the
requesting agency is entitled to the infor-
mation, the auditor must obtain clearance
from the contractor before releasing any
specific cost or financial data, such as
overhead rates. A request for cost or fi-
nancial data, written material, or access to
working papers or audit files by a non-
Defense agency, except for the Internal
Revenue Service, which pertains to a mat-
ter (except an investigation or litigation)
unrelated to the negotiation or administra-
tion of a contract by the requesting
agency, will be referred to Headquarters,
Attention: PAS, for consideration. The
referral will include al pertinent details,
such as the names of the representatives
involved, a summary of the information
requested, purpose of the request, a sum-
mary of any discussions held with respect
to the information desired, and any other
pertinent observations. See 1-405 for
guidance when requests by a non-Defense
agency pertain to a matter involving an
investigation or litigation; see 1-408 for
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al requests by the Internal Revenue Ser-
vice.

b. Cross-servicing agreements with
non-DoD agencies provide for audit re-
quests to be forwarded directly to the cog-
nizant field office. Audit requests will be
honored at locations where DCAA main-
tains a continuing audit interest under DoD
contracts.

c. A request for audit services to be
performed a a contractor location where
DCAA does not have a continuing audit
interest is considered a “"casua audit re-
quest." A continuing DCAA audit interest
exists at any location where DCAA has
performed audit effort on a continuing
basis over the past severa years, whether
the contracting agency is affiliated with
DoD/NASA or not.

d. Except for those agencies identified
in DCAAP 7230.1, Reimbursable Audit
Program Manual, requests for audit ser-
vices at locations where DCAA does not
maintain a continuing audit interest will be
referred to the Regiona Audit Manager.
Seasoned professional judgment and com-
mon sense must be applied to each casua
audit request in making a decision as to
whether or not to accept the audit engage-
ment. The following criteriawill be used to
determine whether to accommodate or
decline a request:

(1) Is the requested service compatible
with normal DCAA responsibilities?

(2) Would acceptance or refusal to per-
form the work result in establishment of
duplicative audit activity?

(3) Is another government agency per-
forming audit work at the contractor loca-
tion that could perform the requested au-
dit?

(4) The extent and cost of DCAA TDY
travel that would be required to honor a
casual audit request should be a key fac-
tor. If honoring the request would require
the incurrence of TDY travel time and
costs, it may be just as efficient for the
requesting agency to make other audit
arrangements. In addition, if the request-
ing agency maintains a local audit organi-
zation, rejection may well be the appro-
priate response.

(5) It is important to consider the type
of audit being requested and the contract
audit capabilities of the requesting agency.
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For example, if a price proposal examina-
tion is requested, we should consider the
nature of the proposed services or prod-
ucts, the urgency of the procurement, and
the ability of the requesting agency to ar-
range for adequate timely contract audit
service.

A regiona determination that a casual
audit request should be accepted will be
coordinated with Headquarters, Attention:
OAL.

e. When requested to provide audit
services that include auditing indirect cost
rates, auditors should remember that 10
U.S.C. 2313(d), 41 U.S.C. 254d and FAR
15.404-2(c)(2) and 42.703-1(a) provide
that contracting officers are required to
determine whether a previously conducted
audit of indirect costs meets the current
audit objectives for indirect costs on exe-
cuted contracts, subcontracts, or modifi-
cations and on a preaward basis. Federal
Agencies are not to conduct duplicative
audits for the same objectives. This
means that, where DCAA has audit cog-
nizance, other agencies should not per-
form audits of indirect costs which dupli-
cate the DCAA audits and that DCAA
should not perform audits of indirect
costs which duplicate the audits of other
Federal Agencies. In situations where
auditors find potential duplicative re-
guests for audits of indirect costs, audi-
tors should exercise professional judg-
ment in analyzing the requests,
identifying pertinent facts, and communi-
cating the facts to the requestor. Requests
which can not be satisfactorily resolved
should be reported to regional offices.
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Requests which regions can not resolve
should be reported to Headquarters, At-
tention: OAL.

f. When an auditor observes the pres-
ence of non-DoD contracts subject to audit
coverage for which audit requests have not
been received, they will be brought to the
attention of appropriate non-DoD agency
officials, to facilitate issuance of requests
for audit.

0. Regional offices will notify Head-
quarters, Attention: OAL, of audit requests
from non-DoD agencies not identified in
the DMIS User Guide. Such requests must
be processed promptly, since the requesting
agency will need to make other arrange-
ments if DCAA does not agree to accept
the engagement. Typically, such work will
be accepted if the audit effort falls within
the norma scope of DCAA work and the
requesting agency agrees to pay for the
audit effort.

h. All audit requests should be
promptly responded to in writing (see 4-
103 for the content and format of the Ac-
knowledgment letter). The response
should state whether DCAA will accom-
modate or decline the request. If the re-
guest is declined, the reasons should be
stated. If the request is accepted, the re-
sponse should include the anticipated
audit report date.

i. Based on prior agreements, DCAA
will perform all contract audit work re-
quested by NASA. DCAA has also agreed
to perform contract audit work at all DOE
prime contractor |ocations other than those
designated as Management and Operating
Prime Contractors.
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1-400 Section 4 --- Relationships with Other Government Organizations

1-401 Introduction

This section provides guidance and
procedures governing relationships with
other government organizations.

1-402 General

Other government personnel may com-
municate with DCAA personnel on officia
business. In all cases, the identity of the
individual and his or her need to know
should be established prior to furnishing
any information either written or oral. Ap-
propriate security precautions should be
observed with respect to both classified
military information and contractor infor-
mation.

1-403 Relationships with DoD
Procurement and Contract
Administration Organizations

1-403.1 DCAA Responsibilitiesto Pro-
curement and Contract Administration
Organizations

a. As the audit and financia advisor to
procurement and contract administration
activities, auditors must understand and
support the service needs of these organi-
zations. DCAA is committed to providing
timely and responsive services and will
maintain communications and liaison ser-
vices sufficient to continuously assess if
customer needs are being met.

b. Organizationally, DCAA is separate
and independent from acquisition compo-
nents of the DoD. Auditors are expected to
exercise independent judgment in planning
the type and extent of audit testing suffi-
cient to render unquaified audit opinions,
but will consider and address special areas
of concern or informational needs of re-
guestors. The auditor will also exercise
independence in the formulation of audit
opinions, recommendations, and conclu-
sions contained in audit reports.

c. Government interests can best be
served by maximum cooperation and ex-
change of useful information between audit
and procurement personnel. DoD Directive
7600.2 requires that DCAA coordinate

annua contract audit plans with procure-
ment and contract administration organiza-
tions. Effective liaison between the DCAA
auditor and the contracting officer's repre-
sentatives, and a clear understanding of the
respective responsibilities of each in the
overall procurement function, are essential.
To ensure continuous close cooperation,
DCAA should give procurement personnel
timely notification of any significant
changes in audit plans.

d. Regulations of the military depart-
ments and DLA require the contracting
officers’ representatives to use advisory
audit services to the fullest extent practi-
cable and to aid audit performance by
furnishing the auditor with appropriate
administrative and technical assistance.
Appendix D-200 of this manual refers to
the procedures whereby the auditor ob-
tains technical assistance and guidance
which may be required in the evaluation
of a contractor's proposal. For those con-
tractor locations where there is a signifi-
cant and continuing volume of audit
workload, e.g., audit residency or subof-
fice, the auditor should establish an effec-
tive working relationship with the major
field contract administrators to keep each
other informed on procurement and audit
matters including forthcoming contractor
proposals which will require audit ser-
vices.

1-403.2 Procurement and Contract Ad-
ministration Responsibilitiesto DCAA

Procurement and contract administra-
tion personnel have responsibility for the
following:

a. Requesting contract audit service.

b. Providing sufficient time for the per-
formance of the audit.

c. Furnishing to the auditor, in connec-
tion with a request for audit, copies of any
contracts (including change orders, sup-
plements, amendments, and termination
notices), cost statements, proposals, and
other financial data submitted by contrac-
tors or, as appropriate, requested by the
auditor.

d. Establishing access to contractor
records required by auditors.
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e. Furnishing such other information,
data, or service as may be required (such as
technical evaluation of the need for the
quantity and type of labor and material
proposed in contract pricing actions) or
otfgjerwise may be useful in performing the
audit.

1-403.3 Major Audit Issues

DCAA Form 1s as well as audit report
recommendations may lead to disagree-
ments between the auditor and the con-
tracting officer. There must be continual
and timely communication between the
parties to promote understanding and im-
prove the potential for satisfactory resolu-
tion of the issue before final contracting
officer action. Oral communications in-
volving major audit issues should be fol-
lowed up In writing to avoid misunder-
standings.

1-403.4 DCAA Participation on Contract
Management Boards of Review

a. Nature of Review Boards

Review Boards are established to ex-
amine proposed contract actions for all
contract administration functions on an ad
hoc basis. For example, review boards
may be established to evaluate the rea-
sonableness of proposed settlements or
determinations  concerning  contractor
purchasing system reviews (CPSR), con-
tract terminations, and Cost Accounting
Standards issues. The District Com-
mander is responsible for the establish-
ment of review boards for each Defense
Contract Management Agency (DCMA).
In addition, the District Commander may
establish subordinate Boards of Review at
individual Contract Administration Of-
fices (CAQs).

b. Restrictions on Auditor Participa-
tion

Auditor participation in review board
activities has proven beneficial in many
instances. Such participation is normally
performed as a non-voting advisory ser-
vice. Continued efforts of this type are
encouraged subject to the following
restrictions.

(1) DCAA personnel shal not partici-
pate as members of review boards when
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they are engaged in matters related to the
resolution of audit report recommenda-
tions. DCAA participation on the board in
such cases might discourage the board
from requesting assistance from field
personnel most capable of answering
guestions pertaining to a specific audit
recommendation.

(2) No DCAA auditor will serve as a
member of a board while it isreviewing a
contract action with which he or she was
previously associated as a contract audi-
tor, supervisor, or participant in negotia-
tion conferences. Where this situation
occurs, another auditor should be ap-
pointed.

c. Processing Requests for Participa-
tion

(1) Requests may be received by
Headquarters, regional offices, or field
audit offices to furnish audit personnel
to participate on review boards. The
Assistant Director, Operations, is re-
sponsible for action on requests for
board participation by Headquarters per-
sonnel. The cognizant regional director
is responsible for action on requests for
board participation by regional office
and FAO personnel.

(2) Upon receiving a request to fur-
nish audit personnel to participate on
review boards, first obtain information
concerning the functions of the board,
the estimated periods of participation of
DCAA personnel, the estimated amount
of time required on a weekly or monthly
basis, and the benefit to the government
of DCAA participation. Requests re-
ceived by FAOs will then be promptly
forwarded to the regional office with the
name of the auditor recommended for
membership.

(3) Tactfully decline any request for
participation which would frequently re-
quire auditor abstentions or substitutions
to avoid a restriction in b. above. Where
any other request cannot be complied
with by the region, contact the Assistant
Director, Operations, before notifying the
reguesting office.

(4) When a request for participation
is accepted, the DCAA response will
set forth the arrangements for and re-
strictions, if any, on auditor participa-
tion.
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1-403.5 Signing Certificates of Non-
Disclosur e and Statements of Financial
Interest

a. Source Selection Authorities (SSA)
from various Service program offices may
ask FAO auditors to sign Certificates of
Non-Disclosure and Statements of Finan-
ciad Interest. These certificates usually
contain language such as “I understand my
obligation not to divulge information re-
ceived in confidence from contractors in
connection with their bids, proposals, trade
secrets, inventions, discoveries, or reports
of a financial, technical, or scientific na-
ture.” These certificates may also include
debriefing certificates which contain lan-
guage such as “I no longer have any mate-
rial pertinent to this source selection in my
possession except material that | have been
authorized in writing to retain by the SSA.”
To preclude any misunderstanding as to
ownership or content of audit working
papers, FAO auditors should not sign cer-
tificates containing language which ad-
dresses retention of contractor information
or data. Procurement Liaison Auditors and
Financial Advisors can continue to sign
these certificates since these individuals
generaly do not generate audit working

ers.

b. FAR does not have a provision re-
quiring the buying commands to have
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certificates signed by all personnel having
access to source selection information.
Agency supplements may require these
signed certificates. FAO auditors are not
subject to the provisions of these agency
supplements; however, they are subject to
the provisions of FAR 3.104, Procure-
ment Integrity. In particular, FAR 3.104-
4(a) states that “A person ... shall not,
other than as provided by law, knowingly
disclose contractor bid or proposal infor-
mation or source selection information
before the award of a Federal agency pro-
curement contract to which the informa-
tion relates.”

c. DCAA maintains Executive Branch
Confidential Disclosure Reports (OGE
Form 450) for all auditors classified at
GS/GM-13 through GS/GM-15. The audi-
tor may, but is not required, to notify the
program office regarding his or her com-
pletion of thisform.

d. In an effort to be responsive to our
customers needs, we have developed a
proforma “DCAA Certificate of Non-
Disclosure Statement” (see Figure 1-4-1)
for FAO auditors to provide to the request-
ing officials. This certificate should be
signed by the appropriate FAO personnel
and provided to the agency source selection
official in lieu of the form provided by the
buying command.
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Figure 1-4-1

Figure1-4-1
Certificate of Non-Disclosure Statement

| acknowledge that [insert name of program office] has provided me with contractor
proprietary and source selection information to enable me to perform my official duties.

Asrequired by FAR 3.104, | agree not to divulge, publish, or reveal by word, conduct,
or any other means, any such information to any other person, except in accordance with
applicable law and regulations.

| also understand that | must exercise appropriate care to safeguard such information
against unauthorized disclosure, and | will promptly report any mishandling, loss or unau-
thorized disclosure of contractor proprietary information of which | am aware to my su-
pervisor, the Source Selection Authority (SSA), and/or the [insert program name] Secu-
rity Director.

| understand that information marked "Competition Sensitive" must be handled as con-
tractor proprietary or government non-public information, as applicable.

| understand that failure to comply with this policy may result in penalties.

If an actual or potential conflict of interest (as described in Title 5, Code of Federal
Regulations (CFR), Part 2635, “Standards of Ethical Conduct for Employees of the Ex-
ecutive Branch,” and implementing Department of Defense regulations) arises in connec-
tion with my access to, or use of, any contractor proprietary information provided to me by
the [insert name of program office]. | will promptly report such actual or potential con-
flict of interest to my supervisor.

[Signature of FAO Auditor]

Name of FAO Auditor
Title of FAO Auditor
FAO Name

FAO Address

FAO Telephone No.
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1-404 Relationship with DoDIG, NASA
|G and Other Executive Branch Internal
Audit Organizations

1-404.1 Organizations for Gover nment
Internal Audit

a. The DoD Inspector Genera is re-
sponsible for DoD level internal and over-
sight audits and investigations. Responsi-
bilities of the DoDIG include (1)
evaluating activities relating to contract
audits; (2) investigating fraud, waste, and
error; (3) monitoring adherence to contract
audit principles, policies, and procedures,
and (4) monitoring actions taken by DoD
components in response to contract audits.

b. Internal audit, oversight, and investi-
gative services are performed by the offices
of the Assistant DoDIGs for Auditing and
Investigations and the Director for De-
partmental Inquiries. DoD component in-
ternal audit organizations include the Army
Audit Agency, the Naval Audit Service,
and the Air Force Audit Agency. Most
non-DoD agencies have similar activities
for the performance of interna audit within
their organizations. The following guid-
ance aso applies to non-DoD executive
agencies.

c. The various Military Services also
have internal audit groups that perform
internal audits for their respective DoD
component.

1-404.2 DCAA Assistance to Govern-
ment Internal Audit Organizations

a. When internal audits require verifica-
tion of contractor data or records at con-
tractors' plants, the internal audit organiza-
tion normally will obtain fact-finding
assistance from DCAA.

b. Support will be furnished to the in-
ternal auditor where doing so does not
conflict with the contract auditor's basic
role of providing advisory services to con-
tracting officers. Reguests requiring con-
tract auditors to evaluate contracting offi-
cers peformance are inappropriate,
whereas assistance concerning contractors
performance is appropriate.

c. Contract audit working papers, re-
ports, and files will be made available to
internal auditors in their audits of procure-
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ment, contract administration, or related
functions provided DCAA has received
written notice of the objective and the
scope of the internal audit evaluation. The
DoDIG's right of access to DCAA records
is set forth in DCAA Instruction No.
7050.1.

d. If the data or information required by
the internal auditor is not available in con-
tract audit files, DCAA may be requested
to provide assistance. These requests will
be honored when feasible and mutually
agreeable. Written confirmation of the
request for audit assistance will be fur-
nished to the internal auditor within seven
working days of receipt. When DCAA is
unable to render requested assistance, the
DoD audit representatives will make ar-
rangements to perform the necessary audit
work themselves.

e. Government internal auditors will not
be precluded from auditing contractors
books and records when DCAA acknowl-
edges that it cannot provide the assistance
required because (1) it concerns matters
beyond the proper role of DCAA, (2) it
would impede the prompt execution of
DCAA's primary role of furnishing ac-
counting and financial management advi-
sory services regarding contracts and sub-
contracts to government components, or
(3) it would result in undue delays or inef-
ficiencies in the accomplishment of inter-
nal audit objectives. DoD internal auditors
are required by DoD audit policy to coor-
dinate al audits involving contractor re-
cords with DCAA and the appropriate con-

tract administration office to avoid
duplication of audit work.
f. NASA IG.

(1) The NASA |G, like other IGs, has
the authority to perform contract audits.
However, to avoid audit duplication, audit
and acquisition policies cal for the IG to
coordinate its contract audit needs/efforts
at locations where another federal audit
organization such as DCAA is the cogni-
zant contract audit organization. In rare
circumstances, the IG might perform its
own contract audit work even when it over-
laps DCAA's work. The circumstances and
risk warranting such action should be
clearly documented between the NASA 1G
and DCAA in all cases. FAOs should co-
ordinate all such cases, through their re-
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gion, with DCAA Headquarters, Attn:

PQA.

(2) In coordinating:

* The NASA IG will normally copy PQA
on audit notices that involve contact
with contractors on matters relating to
contract audit. PQA, in turn, will in-
form the cognizant field audit elements
and facilitate their cooperation in the
audit. PQA will also serve as the
Agency's contact point for bringing
matters of apparent audit duplication to
the attention of the IG.

* DCAA and the IG will share audit pro-
grams and working papers.

(3) If the NASA IG wants additiona
contract work performed beyond what
DCAA originaly determined necessary to
attain reasonable audit assurance, the
NASA |G may team with or request DCAA
to perform this work. Audit efficiency
should guide the approach taken. The
NASA |G efforts should not involve an
evaluation of the quality of DCAA's work,
as this would be a duplication of the
DoDIG's responsibilities.

g. Supplement 1-4S1 presents illustra-
tive audit situations involving interface
between contract and internal audit.

1-404.3 Government Internal Audit Or-
ganization Assistanceto DCAA

In certain instances, contract audits
involve work at a defense installation or
remote location where the nature of the
work, proximity of an internal audit office,
or other factors make it more practical or
economical for the contract auditor to ob-
tain assistance from an internal auditor.
Such cross-service audit assistance shall be
referred to DCAA Headquarters, ATTN:
PQA, for a determination before the re-
quest isissued.

1-404.4 | nterfacing with Gover nment
Internal Audit Organizations

a. This section deals with requests for
assistance from government internal audit
organizations. Oversight reviews are dis-
cussed in 1-404.5.

b. Requests from government internal
audit organizations are normally coordi-
nated through DCAA Headquarters, PQA,

July 2003

which will notify the cognizant Headquar-
ters division. That division in turn will
notify the affected Regiona Quality Assur-
ance Division (or other designated regional
office element) and field offices. Regional
and field offices may receive requests for
audit assistance directly from the internal
audit organization without prior Headquar-
ters coordination. When such requests are
limited in nature, e.g., factua information
at a specific location, Headquarters need
not be notified. However, all other requests
should be referred to Headquarters, PQA,
before any action is taken.

c. During the course of visits or tele-
phone contacts by a government interna
audit organization the FAO manager
should answer questions raised and tact-
fully clarify or correct any misinterpreta-
tion of factual information. Discussions
with representatives of the government
internal audit organization should be lim-
ited to factual matters related to specific
DCAA audits and/or the management of
those audits. Matters regarding overal
Agency policy, operations, or resources
which are not covered in published Agency
guidance should be referred to Headquar-
ters, Attention: PQA.

d. The FAO manager should promptly
report to the Regional Quality Assurance
Division (or other designated regiona of-
fice element) the results of any government
internal audit organization's visit or tele-
phone contact. If DCAA’s response has
been limited to providing access to or cop-
ies of pre-existing material, the FAO man-
ager’s report need only identify the general
nature of the materials provided. If DCAA
has been asked to prepare additional mate-
rials for the government internal auditor’'s
use, the FAO should comply with the re-
gion’s instructions regarding appropriate-
ness of higher-level audit.

1-404.5 Oversight Reviews

a. Oversight reviews are coordinated
through DCAA Headquarters, PQA, which
will notify the Headquarters division cog-
nizant of the review’s subject area. Before
providing access to an oversight reviewer,
determine that the review has been prop-
erly coordinated in accordance with
DCAAI 7050.2. Oversight organizations,
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particularly the DoDIG, may request an-
swers to questions arising from their visits
to DCAA field elements.

b. Provide written notice to the Re-
gional Quality Assurance Division (or
other designated regional office element)
and headquarters, ATTN: PQA, of all
DoD oversight visits to FAOs or contrac-
tor sites.

c. As required by DCAAI 7050.2, a
reviewed FAO will provide a written
memorandum of significant issues to the
Regional Quality Assurance Division (or
other designated regional office element)
within ten working days of an oversight
visit. The information in the memorandum
should be limited to factual data relating to
the oversight reviewer's observations on
the specific audits reviewed. Matters relat-
ing to overall Agency policy, operations or
resources should be separately referred to
Headquarters, Attention: PQA and should
not be commented on in the memorandum.
The region will forward the FAO's memo-
randum to Headquarters, PQA, within five
additional working days.

d. When interim DCAA responses to
field visits are required, regions are re-
sponsible for receiving draft responses
from FAOs, preparing responses; and
forwarding responses directly to the over-
sight organization, with a concurrent copy
to Headquarters. Technical guidance and
overall coordination will be available
from Headquarters as required. Proce-
dures for responding to oversight reviews
are contained in DCAAI 7050.2.

1-404.6 | ssuance of Audit Reports

When an audit performed at the request
of an internal audit organization requires
corrective action by the contractor involv-
ing such matters as unallowable costs and
cost avoidance, the auditor will follow the
normal practice and issue the audit report
to the cognizant ACO to assure timely cor-
rective action. A copy of the report will
also be forwarded to the requesting internal
audit organization by a transmittal letter
indicating that the audit report has been
issued directly to the ACO. When an audit
performed at the request of an internd
audit organization does not require correc-
tive action by the contractor, the audit re-
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port will be issued to the internal audit
organization (see 10-206).

1-404.7 Relationship with the DoDIG
and Military I nspectors General

When an Inspector General of a DoD
component, or an |G representative, visits
an audit office, the auditor should, after
satisfying himself/herself as to the iden-
tity of the individual, cooperate fully in
responding to inquiries pertaining to the
audit of contracts under the auditor's cog-
nizance. Requests for sensitive informa-
tion, or requests which require the as-
signment of an auditor for a substantial
period of time, should be in writing. The
auditor should report such visits to the
Regional Quality Assurance Division (or
other designated regional office element)
and furnish copies of an exchange of cor-
respondence and memorandums. Before
furnishing any sensitive information, the
auditor should coordinate the matter with
the regional director. Unusua or signifi-
cant inquiries should be reported to
Headquarters, Attention: PQA.

1-405 Relationship With I nvestigative
Agencies of the Gover nment

a. Auditors will cooperate with repre-
sentatives of the Federal Bureau of Inves-
tigation, DoD criminal investigators, and
criminal investigators from other agen-
cies. (See 4-702.6 and DCAA Regulation
7640.15.) Written material and access to
files or working papers will be made read-
ily available to such investigators. The
contractor need not be informed when
such information is provided to investiga-
tors. Original documents may be provided
to investigators if a subpoenaisissued for
the documents. If investigators insist
upon obtaining original documents in
other situations, promptly refer the matter
to Headquarters, Attention: OAL. In ei-
ther case, original documents cannot be
released until copies have been prepared
for retention by DCAA. Document all
meetings with members of governmental
investigative agencies in the audit work-
ing papers or the DCAA Form 2000 files
as appropriate in the circumstances.
Guidance pertaining to the protection of
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information related to investigations is
provided in 4-702.5d., e., f., and g.

b. Except as otherwise provided in this
section (1-400 et seq.), inform Headquar-
ters, Attention; OAL, of any requests for
written material or access to files and
working papers made by representatives of
other agencies (e.g., civil investigators
from the DOL, EEOC, etc.). Ask that the
request be put in writing, and that it in-
clude the names of the investigators, a
summary of the information requested, and
purpose of release. Obtain the approval of
Headquarters before complying with such
requests. The FAO manager may grant
representatives of a civilian agency access
to audit files pertaining to that agency's
contracts regardless of whether the request
is made in conjunction with an investiga-
tion; however, Headquarters should be
notified of the visit. If the request arises
under a joint investigation with an agency
with access rights and the request is made
by the privileged agency, Headquarters
need not be notified.

c. Occasiondly an investigator will
interview an auditor in connection with an
inquiry of contractor activities. The auditor
should request to review the investigator's
write-up of the interview before its release,
to ensure statements have been accurately
recorded. Report investigative interviews
of an unusual or important nature to Head-
quarters, Attention: OAL. Identify the in-
vestigative agency, name of investigator(s),
summary of the questions asked, and other
pertinent information. It is not necessary to
report routine investigative contacts by
DoD investigators.

1-406 Relationship with Government
Legal Counsdl in Contract Disputes, Bid
Protests, and Other Matters

a. It is Agency policy to assist gov-
ernment counsel in auditing mattersin all
contract disputes, bid protests, and other
matters, whether initiated through an
Agency finding or by other means when
requested to do so by counsel. Audit sup-
port should fully respond to the needs of
counsel and may consist of comprehen-
sive audit and accounting advisory ser-
vices, accounting research applicable to
the specific case, including testimony
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relative to the audit report; or testimony
as an expert on accounting and auditing
practices and procedures. All work done
at the request of the government trial at-
torney is subject to the attorney work
product privilege. As such, while DCAA
may maintain custody of any documents
developed while providing support to the
trial attorney, control over the documents
rests with the trial attorney or his/her suc-
cessor. This policy is in keeping with the
Agency's assigned responsibility to pro-
vide accounting and financial advisory
services to all DoD procurement and con-
tract administration activities in negotiat-
ing, administering, and settling contracts.

b. Although control of the documents
rests with the trial attorney, the DCAA
auditor is responsible for their content
(see 15-500, which also applies to cases
before the Claims Court). Should the trial
attorney attempt to obtain audit working
papers prior to release of the report, the
cognizant FAO should (1) offer to pro-
vide copies of any relevant documents
and (2) attempt to persuade the trial attor-
ney that the audit process is incomplete
until required supervisory reviews are
completed. Review of incomplete audit
files may lead the attorney to draw erro-
neous inferences regarding the DCAA
audit position. Should the trial attorney
persist, Headquarters, PAS should be
notified before incomplete audit files are
released.

1-406.1 Armed Services Board of Con-
tract Appeals (ASBCA)

a. Details of the ASBCA Charter are
found in Appendix A to the DoD FAR
Supplement. The ASBCA is the author-
ized representative of the Secretaries of
Defense, Army, Navy, and Air Force in
hearing, considering, and determining
appeals by contractors from decisions of
contracting officers or their authorized
representatives or other authorities on
disputed questions. These appeals may be
taken pursuant to:

(1) the Contract Disputes Act of
1978,

(2) the provision of contracts requiring
the decision by the Secretary of Defense
or by a Secretary of a Military Department
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or their duly authorized representative or
board, or

(3) the provisions of any directive
whereby the Secretary of Defense or the
Secretary of a Military Department has
granted a right of appea not contained in
the contract on any matter consistent with
the contract appeals procedure.

b. Rules on submitting contractor ap-
peals and preparing for and conducting a
hearing are in Part 2 of Appendix A to the
DoD FAR Supplement. These rules may
vary from a case requiring the submission
of a substantial amount of evidence, the
presentation of witnesses, and a prehear-
ing and formal hearing to a situation in
which the hearing is waived and the case
settled on the basis of the submitted re-
cord. The rules also provide for decisions
of appeals involving $10,000 or less, un-
der an optional small claims (expedited)
procedure or for appeals where the
amount in dispute is $50,000 or less, un-
der an optional accelerated procedure.

c. The auditor will be mainly con-
cerned with ASBCA procedures which
require the contracting officer and gov-
ernment trial attorney to submit a file of
applicable documents and to produce
documents, admit facts, and answer ques-
tions when properly requested by the
other party to do so. Further details on
audit procedures and responsibilities in
connection with ASBCA cases are in 15-
500.

1-406.2 Other Boards

In addition to the ASBCA, there are
boards that service various other agencies
and departments of the government. On
occasion, the DCAA auditor may be
called on to assist in hearings before these
boards. While the size of the board and
the rules may vary, the type and degree of
services an auditor must provide will gen-
erally be the same.

1-406.3 Bid Protests

a. An unsuccessful bidder or offeror
for a government contract may file a bid
protest with GAO. The GAO bid protest
regulations, found at 4 CFR Part 21, al-
low for hearings on protests. Occasion-
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aly, audit issues will arise during the
course of a protest. When this occurs,
auditors shall cooperate with counsel rep-
resenting the government by making re-
cords and working paper files readily
available.  Additionally, circumstances
may occur which require the auditor to
testify in such proceedings. Such testi-
mony is permitted when requested by
counsel representing the government. If
such testimony is requested by any other
party, the provisions of DCAAR 5410.11
apply. o
b. If the acquisition involves ADPE
hardware, services or maintenance, a pro-
test may be filed with the GSBCA or the
GAO. If the protest is filed with the
GSBCA, that board's rules for resolving
contract disputes cases apply to bid pro-
tests as well. In such cases, the auditor
will follow the guidance contained in 1-
406.2.

1-407 Relationship with Component
Remedies Coor dinator s

The head of each DoD component
must establish a remedies coordinator in
order to meet DoD Directive 7050.5 (Co-
ordination of Remedies for Fraud and
Corruption Related to Procurement Ac-
tivities) requirements. The remedies coor-
dinator will be responsible for establish-
ing procedures to develop a specific
remedies plan for each significant inves-
tigation involving fraud or corruption
relating to procurement activities. Under
this remedies plan, appropriate DoD offi-
cials would consider all appropriate civil,
administrative, and contractual remedies
available to the Department of Defense,
including suspension or debarment.
Agency policy is to assist component
remedies coordinators in developing ef-
fective remedies plans. The plan should
be consistent with our mission of provid-
ing accounting and financial advice to
DoD officials regarding negotiation, ad-
ministration, and settlement of contracts.
Further, FAO's will consider obligations
imposed on a contractor by a remedies
plan during the planning process. For an
example, see 4-711 (Reviewing contractor
compliance with administrative suspen-
sion and debarment agreements).
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1-408 Relationship with the Internal
Revenue Service (IRS)

a. Procurement-related requests from
the IRS (Department of the Treasury)
should be handled in accordance with 1-
303, following 15-1S7 for distribution of
any resulting report. The procedures con-
tained in 1-404 should be followed re-
gz;rf?ing contacts by the IRS internal audit
staff.

b. Field audit offices may receive di-
rect requests from the IRS for records and
files related to an IRS investigation or tax
matters. The field audit office should
coordinate IRS requests for investigative
or tax information with the regional of-
fice, before providing any information of
this type to the IRS. With regiona ap-
proval, information related to an IRS
fraud or criminal investigation, or in con-
nection with a docketed case before the
U.S. Tax Court, should be released di-
rectly to the IRS. The field audit office
should request the IRS to provide infor-
mation showing that the requested infor-
mation relates to these situations.

c. For requests related to civil investiga-
tion or administrative inquiry, the field
audit office is only authorized to release
information that would normally be releas-
able to the general public under the Free-
dom of Information Act (for example, pub-
lications and most MRDs). If the
requested documents would not normally
be releasable by DCAA to the genera pub-
lic (for example, audit reports or contractor
proprietary information), the region should
forward the request to Headquarters,
ATTN: DL, for a release determination.
The region should provide Headquarters
with a summary of the information re-
quested, purpose of release, and other per-
tinent information.

1-409 Relationship with M ember s of
Congress and Congressional
Committees

a. DCAA personnel will cooperate with
members of Congress and congressional
committees by responding fully and
promptly to their officia requests for in-
formation on this Agency's programs and
operations. All written responses and/or
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copies of DCAA documents will be pro-
vided directly by the appropriate Headquar-
ters element. Detailed guidance relative to
(1) inquiries from members of Congress,
(2) visits by congressional committees, (3)
preparation of material for testimony or use
before congressional committees, and (4)
comments on legislation and legidative
matters is set forth in DCAA Regulations
Nos. 5020.3 and 5030.16.

b. The Headquarters Auditing Stan-
dards Division (PAS) should be notified
immediately of any inquiry from members
of Congress, congressional committees, or
their staffs.

c. The Headquarters Auditing Stan-
dards Division (PAS) should also be noti-
fied of any customer (Government
agency) requests for assistance in re-
sponding to an inquiry from members of
Congress, congressional committees, or
their staffs. In these situations:

(1) DCAA audit reports and related
materials prepared at the customer’s re-
guest or otherwise in the customer's pos-
session are releasable to Congress at the
customer's discretion. If possible, the cus-
tomer should be encouraged to include the
following statement with the materials:

"Please be advised that the contractor
financial and accounting system in-
formation contained in the attached
[report, memo, presentation] is con-
sidered proprietary by the company
and should not be released to the pub-
lic. Theinformation made available to
you in this [report, memo, presenta-
tion] contains financial data furnished
to the government in confidence.
Such information must be protected
from unauthorized disclosure under 18
U.S.C. 1905. For this reason, the at-
tachment has been marked FOR
OFFICIAL USE ONLY."

(2) Should the customer request that
DCAA update existing materials or pre-
pare additional materials to support the
customer's response to Congress, the FAO
should provide the new or updated mate-
rial to Headquarters, attention PAS, for
review by the cognizant Headquarters
division prior to releasing it to the cus-
tomer.
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1-409.1 Written Requestsfor Informa-
tion

a. Written requests for information re-
ceived from Congressiona members or
their staffs should be forwarded to Head-
quarters, ATTN: PAS, as expeditiously as
possible. When requested by Headquarters,
field and regiona elements will provide,
through the regional director, the following
information to the responsible Headquar-
ters staff element not later than the date
established by the head of the staff ele-
ment:

(1) the congressional inquiry,

(2) a copy of any interim acknowledg-
ment,

(3) a copy of the requested audit re-
port(s), if applicable,

(4) aproposed final reply to the inquiry,

and
(5) the information upon which the
proposed final reply is based.
When proposing to furnish contractor pro-
prietary information (e.g., documents
marked For Official Use Only (FOUO) or
documents that the FAO/region believes
contain contractor proprietary data), in-
clude the following statement in the pro-
posed final reply:

"Please be advised that the contractor
financial and accounting system in-
formation contained in this [letter / re-
port / enclosure] is considered proprie-
tary by the company and should not be
released to the public. The informa-
tion made available to you in this [let-
ter / report / enclosure] contains finan-
cial data furnished to the government
in confidence. Such information must
be protected from unauthorized disclo-
sure under 18 U.S.C. 1905. For this
reason, the [letter / report / enclosure]
has been marked FOR OFFICIAL USE
ONLY."

b. When a proposed final reply can-
not be forwarded to the responsible
staff element within the established due
date, the regional director will forward
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a brief memorandum stating the antici-
pated date that the reply and informa-
tion will be provided. (See DCAAR No.
5030.16 for detailed processing re-
quirements.)

1-409.2 M eetings with and Visits by
Congressional Committees

a. Field and regiona elements will im-
mediately notify Headquarters, PAS
(through the regional director) of written or
oral requests received from Congressional
committees or their staff to visit a DCAA
office.

b. In accordance with DCAAR No.
5030.16, regional and field personnel will
permit committee members or their staff
to examine records which pertain to areas
of interest to the committee. Regional
directors will refer any committee re-
guests to remove or retain records (in-
cluding audit reports and working papers)
to Headquarters, PAS. Headquarters,
PAS will coordinate receipt and transmis-
sion of requested files to the committee's
offices in Washington, D.C. Requests for
any other information to be provided to
committee representatives will be for-
warded to Headquarters, PAS, within 10
working days following the visit. In any
case, no information should be released
until authorized by PAS.

c. Field and regiona elements will for-
ward a memorandum (through the regiona
director) summarizing visits by Congres-
sional representatives within five working
days following the visit. The memorandum
should specifically enumerate the subjects
discussed during the visit, any requests for
data, and questions and answers still to be
provided. If a request has been made for
audit reports or working papers, the memo-
randum should also include an assessment
of the requested materials compliance with
Agency policy. If the assessment discloses
any deficiencies in the reports or working
papers, additional comments should be
included to clearly establish the steps taken
to correct the deficiency.
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1-4S1 Supplement --- lllustrative Audit Situations Involving I nterface Between

Contract and Internal Audit Organizations

1. Audit of Japanese master labor con-
tract.

The Defense Contract Audit Agency
has responsibility for audit of contractua
payments. Many of the functions relating
to the contract such as the need for, utiliza-
tion, classification, and control of contract
employees, establishing pay and alow-
ances in conformance with the terms of the
contract; and submission of payroll data
are the responsibility of Army, Navy, and
Air Force activities. Internal audit normally
would encompass evaluation of these func-
tions. Contract auditors may need internal
audit assistance in confirming the accuracy
and reliability of reports from military ac-
tivities which form the basis of contract
reimbursements.

2. Audit of small cost-type contracts at
remote defense installations.

Travel and per-diem costs may be saved
by DCAA obtaining internal audit assis-
tance on audit of relatively small contracts
performed at remote defense installations
where internal auditors are in residence or
in the vicinity. Factors to consider are the
location, complexity of the contract audit
work, and the availability of internal audi-
tors. An example is a small construction
contract at Goose Air Base in Labrador.
Audit by DCAA would require travel from
New York. Audit can be performed by
internal auditorsin residence.

3. Audit of administration of govern-
ment property furnished to contrac-
tors.

Prime responsibility for audit of the
administration of government property,
including that furnished to contractors, is
a part of the internal audit mission. How-
ever, DCAA likewise performs property
auditing in its role of advisor to the prop-
erty administrator and contracting office,
as well as in connection with cost deter-
mination. When an internal audit of the
government property administration func-
tion requires verification of detailed re-
cords maintained by a contractor, assis-
tance ordinarily can be obtained from the
cognizant contract auditor. However, if
necessary to performance of the internal

audit mission, internal auditors will be
afforded access to contractor-maintained
records.

4. Audit at government-owned, contrac-
tor-operated plants.

At GOCO plants DCAA is responsible

for audit of the cost-reimbursement operat-
ing contracts. Internal auditors are respon-
sible for auditing operations of the Con-
tracting Officer. DCAA should assist the
internal auditors by providing such cost
and financial information from contractor
records as is essential to permit evaluation
of the management of the facility.
5. Audit at military installations where
services and/or maintenance are pur-
chased under contracts subject to DCAA
audit.

Circumstances may be such that the

internal auditors need fact-finding assis-
tance from contract auditors to obtain or
verify information from contractors re-
cords. For example, the internal auditor
may be reviewing the potential for savings
from eimination of duplicating supply
operations and information is needed from
the contract auditor regarding the contrac-
tor's supply system.
6. Audit of a weapon system where sup-
ply, maintenance, funding, and other
functions are closely integrated with
input from or operations of major con-
tractors.

Internal audits of this nature giverise to
various situations where audit information
is needed from contractors books and re-
cords. Assistance from contract auditors
would be appropriate in some cases and
not in others. Examples follow:

a. Internal auditors are reviewing a con-
tract pricing action. Contract audit assis-
tance ordinarily should not be requested
since the contract auditor participated in
the procurement team effort.

b. Internal auditors determine that sub-
stantial quantities of end items which have
been inspected and accepted are found
subsequently to have defects requiring
major modification. In trying to ascertain
the cause for this situation, the auditors
find it necessary to determine whether the
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contractor has responded timely to contract
change orders requiring modification dur-
ing production. Contract audit assistance in
conjunction with technical assistance
would be appropriate as determinations of
this nature are an integral part of operations
audits of contractors' production schedul-
ing and control systems. These determina-
tions are also made during reviews of con-
tractors' internal planning and control
systems when performing Earned Value
Management System Criteriareviews.

c. An internal auditor is reviewing the
computation of requirements which in-
volve data on assets in the hands of the
contractor and reports thereon. Contract
audit assistance would be appropriate to
verify data furnished by the contractor.

d. An internal auditor is reviewing
funding status and validity of obligations
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which involve data and reports from con-
tractors. Contract audit assistance would
be appropriate to verify data furnished by
contractors.
7. Audit at contractor location where
DCAA is the cognizant contract audit
organization

Government internal auditors may
need fact-finding assistance from contract
auditors to confirm, obtain or verify in-
formation from contractors' records. For
example, the internal auditors may be
performing an audit to identify potential
conflicts of interest on the part of con-
sultants working both for the government
and its contractors. Appropriate DCAA
assistance to the internal auditors might
consist of providing information from
audit files on evidence of services ren-
dered.
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1-500 Section 5 --- Relationship with Contractors

1-501 Introduction

Requirements for specific audit confer-
ences with contractors are stated in 4-300.
This section covers other aspects of the
relationships between DCAA and contrac-
tors.

1-502 Establishment of DCAA Field
Audit Offices (FAOs) and Suboffices

1-502.1 General

The DCAA Organization Manual,
Chapter 9, contains the procedures for ac-
tivation and deactivation of DCAA FAOs.
The activation or deactivation of DCAA
FAOs (excluding suboffices) is subject to
approva by the Director, DCAA, upon the
recommendation of the cognizant regional
director. The regional director may estab-
lish or discontinue suboffices. Regiona
directors should periodically review the
operations of existing FAOs to determine if
they still meet the criteria referred to in the
manual or whether, due to changed condi-
tions, any of these offices should be dis-
continued.  Conversely, consideration
should be given to establishing FAOs at
those |ocations where the workload so war-
rants. If any such changes are indicated,
submit recommendations to Headquarters,
ATTN: OWD (with concurrent copy direct
to CP), containing the information required
by the manual.

1-502.2 Establishment of Branch Offices

a A branch office is defined as a
DCAA field audit office which (1) per-
forms mobile audit work at all contractors
within its designated geographic areas
which are not audited by a DCAA resident
office and/or (2) performs resident audits
of several unrelated contractors through
suboffices. Branch offices are established
at appropriate locations within DCAA re-
gions for these purposes.

b. A branch office may be located in a
contractor facility only if there is unre-
stricted access to the DCAA office by other
(nonhost) contractor representatives and
adequate security is provided for data of

such other contractors. Regiona directors
are responsible for establishing the most
efficient and economical arrangements for
specific locations within these restrictions.
If a branch office is located in a contractor
facility, the name of the branch office will
not include the contractor's name, and the
mail system will be arranged so that DCAA
mail does not go to or through the host
contractor's system.

c. A branch office may have one or
more suboffices. A suboffice is defined as
a subordinate element of an FAO. A subof-
fice may be established (1) at a geographic
point distant from the main branch office
location if a concentrated workload of mo-
bile audits exists in the area which can be
performed more economically by stationing
one or a few auditors permanently at that
distant point, (2) at a particular contractor
location which has a continuous workload
requiring the full-time assignment of a few
auditors, or (3) at a location where a sig-
nificant combination of the two preceding
conditions exists. A suboffice with both
mobile and resident workload must meet
the criteria of b above, unless the exception
in 1-502.3b applies.

1-502.3 Establishment of Resident Of-
fices

a A resident office is defined as a
DCAA field audit office located at a con-
tractor's facility for the purpose of perform-
ing the contract audit workload at the con-
tractor. The office may be made up of
suboffices located at components of the
same company and still meet the resident
office definition.

b. On a case-by-case basis with prior
Headquarters approval, limited amounts of
mobile work may be assigned to resident
offices without changing the office desig-
nation. This exception applies only to
situations where it is uneconomical or im-
practical to assign the mobile work to a
branch office.

c. Resident offices are usually estab-
lished at principa locations of major de-
fense contractors. The main criteria for
establishing a resident office are whether
the audit workload at the contractor is of a
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continuing nature and is sufficient in sig-
nificance, complexity, and volume to war-
rant a full-time staff large enough to re-
quire a resident audit manager and clerical
staff.

d. A resident office has the important
advantage of enabling auditors assigned to
the contractor location on a continuing
basis to develop a comprehensive under-
standing of the contractor's operations and
basic management policies and practices in
relation to government contracting. This
understanding enables more efficient audits
of major contractors and more timely and
effective audit advice on these contractors
to procurement and contract administration
activities.

1-502.4 Change of FAO Cognizance

a. Occasionaly, FAO cognizance of a
contractor organization will change be-
cause of such contractor actions as reloca-
tions, reorganizations, or consolidations.
FAO cognizance of a contractor may also
need to be reassigned as a result of
DCAA's actions such as establishing new
FAOs, consolidating FAOs, or deactivating
FAOs. When audit responsibilities of a
contractor need to be transferred, the
branch or resident office having audit cog-
nizance prior to the change is required to
coordinate with the gaining office to assure
that continuity of audit services is main-
tained.

b. Actions to be taken by the losing
FAOQ include:

(1) Issue notification to the major pro-
curement and contract administration ac-
tivities that do business with the contractor;
providing the name, address, and telephone
and facsimile numbers of the FAO gaining
cognizance of the contractor.

(2) Provide the gaining FAO with a
listing of al auditable contracts. The listing
should include the name of the procure-
ment office, contract number, type, amount
of award, cognizant ACO and identify
those contracts that provide for DCAA
provisional approval of public vouchers.

(3) Transfer permanent files informa-
tion, with a transmittal memorandum that
lists the content of the files. A copy of the
transmittal memorandum should be sent
separate of the files and retained in the
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permanent files of both the gaining and
losing FAO.

(4) Provide a copy of al requirements
and program plan data relating to the con-
tractor for the current and prior years.

(5) Prepare a summary of all unresolved
issues and forward it to the gaining FAO.
This summary should include the current
status of these issues. Wherever possible,
resolution of the issues should be accom-
plished prior to transferring cognizance to
the gaining FAO.

(6) Notify the CAC/GAC of the change
in audit cognizance and provide informa-
tion concerning status of audit issues af-
fecting the CAC/GAC network.

(7) Provide a listing of files maintained
at the Federal Records Center to the gain-
ing FAO.

(8) Issue a change of address notifica-
tion to the Federal Records Center for any
audit files that are in records retention. The
change of address should be forwarded
through the regiona resources office,
ATTN: Records Management Officer (See
DCAAM 5015.1).

(9) Provide the regional resources man-
ager, with a concurrent copy to Headquar-
ters, ATTN: CP and OWD, abrief explana-
tion of all contractor data maintained in the
DMIS that will need to be transferred to
the gaining FAO and the effective date of
the transfer. When possible, provide this
information at least 60 days in advance of
the anticipated change.

(10) Transfer any data relating to the
contractor that is included in regiona or
headquarters periodic reports to the gaining
FAO, complete with any computer-based
files (e.g., incurred cost status report data-
base). Concurrent notification of the
change in FAO cognizance should be made
to the responsible regional office element.

1-503 Notification of Visitsto
Contractor Facilities

1-503.1 Security Requirements and Pro-
cedures

a. Section 3-101d of the DoD Industrial
Security Regulation (DoD 5220.22R) and
paragraph 37 of the DoD Industrial Secu-
rity Manua for Safeguarding Classified
Information (DoD 5220.22M) require that
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the contractor be given advance notice in

writing when access to classified informa-

tion held by the contractor isinvolved. The
manual requires such notification to in-
clude:

* The name and title of person(s) to be
visited.

* The name, title, date and place of birth,
citizenship, and security clearance
status of the DCAA representative(s).

e The purpose of and justification for the
visit, including identification of re-
lated program(s) or contract(s) and
classified information to which access
isrequired, if known.

* The date of the proposed visit or period
during which the notice isto be valid.

It is DCAA policy to aso include the
following information:

* DCAA identification number (auditor
credential card number or equivalent).

» Visitor Category (the Industrial Security
Manual designates category 1 for U.S.
government employees).

b. When a visit will require access to
classified matter held by the contractor
and/or access to a secured contractor plant,
DCAA Form 5220-1 will be used to notify
contractors of planned visits. This form
will aso be used for DCAA personnel
permanently located at contractor facilities
(such as those assigned to resident offices
and suboffices) and for those visiting con-
tractors on aregular basis (such as regional
audit managers and members of regional
audit teams). Notification in these cases
will normally consist of blanket notices
submitted on an annua basis. A copy of
each notification sent to the contractor will
be forwarded to the cognizant contract
administration office.

c. DCAA personnel will inform their
security officer of planned visits to con-
tractor facilities in sufficient time to enable
timely notification.

1-503.2 Required Notification to Con-
tract Administration Officesand Cour-
tesy Noticeto Contractors

a. Whether or not access to classified
matter or secured area(s) is required, to
preclude duplicate demands on the contrac-
tor, prospective visitors to contractor facili-
ties are to provide information concerning
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the visit to the cognizant Contract Admini-
stration Office (CAO) sufficiently in ad-
vance and in adequate detail so as to permit
the CAO to advise the visitors in the event
information related to the contract admini-
stration functions currently exists that may
satisfy the stated purpose of the visit (FAR
42.101(a) and 42.402(a) and (b)). The visi-
tor will make a courtesy telephone call to
inform the contractor and make appropriate
arrangements if a planned visit will involve
contractor personnel. If desired, the visitor
may send a letter to confirm arrangements
made. Such a letter will not substitute for
any notification required by 1-503.1.

b. If a planned visit will involve con-
tract administration personnel, make ad-
vance arrangements comparable to those
for contractors as stated in a above.

1-504 Access to Records of Contractor
1-504.1 General

a. Statutes, implementing regulations,
or contract terms may provide access to
contractors' records for purpose of audit (1-
504.2). The clause at FAR 52.215-2 pro-
vides the auditor's primary authority for
access to contractor records. This clause
must be inserted in al negotiated contracts,
except those (1) not exceeding the simpli-
fied acquisition threshold; (2) for commer-
cia items; or (3) for utility services. (See
FAR 15.209(b)). This clause provides the
contracting officer's representative with the
authority to examine and audit contractors
books, records, documents and other evi-
dence and accounting procedures and prac-
tices, regardless of form (e.g., machine
readable media such as disk, tape, etc.) or
type (e.g., data bases, application software,
data base management software, utilities,
etc.), sufficient to reflect properly all costs
claimed to have been incurred or antici-
pated to be incurred in performing cost-
reimbursement, incentive, time-and-
material, labor-hour, or price-
redeterminable contracts. The clause also
provides access rights for the purpose of
evaluating the accuracy, completeness, and
currentness of cost or pricing data.

b. In addition to access to specific cost
records, access to records refers to contrac-
tor policies, procedures, systems, manage-
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ment reports, personnel, minutes of its
board of directors meetings, charter and
bylaws, and any other information source
which affects and reflects the incurrence,
control, and allocation of costs to con-
tracts.

c. Adeguate audits are possible only
when al existing evidence which pertains
to the representations, claims, or proposals
under audit is available to the auditor. A
contractor's failure to make all pertinent
records available to the auditor when
needed leads to audit reports that contain
qualified or adverse opinions, and may
result in more difficult negotiations and
delay in the contract award or settlement.

d. For field pricing support audits, FAR
15.404-2(c)(3) states that the auditor is
responsible for determining the scope and
depth of audit. Inherent in this responsibil-
ity is the right of auditors to determine the
specific records or other evidential matter
needed to accomplish the audit. DCAA
auditors must adhere to generally accepted
government auditing standards in determin-
ing what comprises competent, relevant,
and sufficient evidential matter. Therefore,
auditors must use good judgment and ra-
tionale in deciding what contractor records
or other evidential matter should be sought.
In determining the sufficiency of evidence
needed, auditors must consider the audit
objective, the risk, and materiality of an
error or misstatement in the area being
audited and the effect on the audit opinion.
See 5-502.1 for additional guidance on
access to contractor budgets and 14-304 on
access to cash flow forecasts.

e. FAOs should not enter into written
agreements with contractors, or concur
with contractor letters, containing access to
records provisions or procedures. Any such
written agreements may give the appear-
ance of limiting access. However, re-
sponses to contractor requests for written
confirmation that proprietary data will be
protected in accordance with applicable
laws and regulations are permissible. See
1-807 for guidance on memorandums of
agreement pertaining to matters other than
access to contractor records.

f. While FAOs will not sign agree-
ments, letters or procedures indicating con-
currence on access to records matters, they
will obtain and review any such documents
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containing contractor procedures or poli-
cies. If the FAO believes the policies and
procedures will invoke unreasonable de-
lays, waste audit time or otherwise impede
the orderly process of the audit, the con-
tractor should be notified in writing of such
concerns in accordance with procedures in
1-504.4, and 1-504.5. If no such concerns
exist, the FAO should follow contractor
procedural arrangements for obtaining
access to needed information.

g. Agreements between a contracting
officer and a contractor which appear to
restricc DCAA's access to a contractor's
records should be transmitted through
Headquarters, ATTN: PAS, to the Genera
Counsdl for alega analysis.

1-504.2 Statutory and Regulatory Re-
quirements

Among statutory bases for access to
contractor records are 10 U.S.C. 2313(a),
"Examination of Books and Records of
Contractor,” 10 U.S.C. 2306a, ("Truth in
Negotiations"), and 41 U.S.C. 422k (Cost
Accounting Standards). The following
acquisition regulations have implemented
these statutory and other access require-
ments:

a. FAR 15.209(b)(1) requires an "Audit
- Negotiation" clause (FAR 52.215-2) in all
negotiated contracts other than those which
are not expected to exceed $100,000.

b. FAR 15.408 Table 15-2, Instructions
for Submission of a Contract Pricing Pro-
posal.

c. FAR 52.215-20 and 52.215-21 (Re-
quirements for Cost or Pricing Data or
Information Other Than Cost or Pricing
Data).

d. FAR 52.230-2 and 52.230-3 (Cost
Accounting Standards).

e. FAR 52.216-4 (Economic Price Ad-
justment - Labor and Material).

f. FAR 52.232-16 (Progress Payments).

1-504.3 Guidance for Requesting Access
to Contractor Records

a. Records should first be verbaly re-
quested during the FAO's normal course of
business with the contractor. The auditor
should be ready to discuss the basis for the
request with the contractor. CAM or other
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Agency guidelines should not be cited as
the reason for regquesting arecord in lieu of
explaining the underlying audit need.

b. Occasionaly contractors may ask
that requests for records be in writing.
Auditors should generally accommodate
the contractor where it will facilitate access
and avoid misunderstanding. However,
contractor requirements that all requests for
records be in writing are unacceptable as
such a process would unnecessarily impede
the audit process.

c. All requests should be for specific
records rather than a genera class of re-
cords. For example, requests should be for
"the general ledger for FY 2000," or "the
payroll register for the pay period ending
July 4, 2000" rather than "the genera
ledger," or "payroll data." Addressing spe-
cific records relates the request to a spe-
cific audit. This action should avoid
lengthy discussion with the contractor on
the merits of the request.

d. When the auditor does not know
precisely what records exist, a listing of
what does exist (such as "recurring finan-
cia reports' or "IT files') should be re-
guested. The listing itself may be consid-
ered a record, particularly if the contractor
already produces such a list for other pur-
poses.

e. Unusua or extensive requests for
reproduction of contractor records should
be made by supervisors and be in writing if
requested by the contractor.

f. When origina records or documents
are provided by the contractor, auditors
will ensure that all such records and docu-
ments are returned to the contractor as soon
as possible.

g. Circumstances justifying an evalua-
tion of origina records at locations other
than contractor facilities include records
seized by investigators under a warrant or
obtained by government counsel through
criminal, investigatory, or civil subpoena.
DCAA hastheright to evaluate any records
in the hands of government agents. Regard-
less of the circumstance under which the
auditor obtains access to contractor re-
cords, due professiona care will be exer-
cised in protecting the records while in the
auditor’s possession.

h. Auditors will not remove original re-
cords from the locations at which they are
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furnished without prior Agency approval.
Auditors who might be confronted with an
unusual circumstance and need to move the
contractor’s origina records from the loca
tion at which they are furnished will request
their regional office to obtain the contrac-
tor's authorization. Auditors will fully ex-
plain in their request the reasons the contrac-
tor's original records cannot be used at its
site. Regiona offices will submit their ap-
proved auditors requests to Headquarters,
attention: PAS, for evaluation and coordina
tion with legal counsdl.

i. Auditors should not request copies of
contractor records for the sole purpose of
allowing the auditor to work at home rather
than at the contractor’s site. Auditors who
might be confronted with an unusual cir-
cumstance related to working at home, and
need to obtain and remove a copy (total or
a portion) of the contractor’s original re-
cords from the location at which they are
furnished will request the FAO manager's
written request to obtain and document the
contractor’s authorization. Auditors will
fully explain in their request the reasons
the records cannot be used at the contrac-
tor's site and why a copy is needed. Con-
tractors who encourage auditors to take
copies of records from their premises
rather than work onsite should not be ac-
commodated without good cause. Auditors
may continue to request copies of selected
records which are necessary to document
audit files and support audit positions. See
1-507 guidelines for safeguarding contrac-
tor information.

1-504.4 Conditions Representing Denial
of Accessto Contractor Records

The following conditions qualify as ac-
cess to records problems where a specific
record is needed within these general areas:

a. Contractor refusal to provide access to
any requested record including (i) support
for unclaimed costs excluded under CAS
405 or (ii) records maintained in an elec-
tronic or optical format (even if paper copies
are available).

b. Unreasonable delays by contractor
representatives in permitting the audit
commencement or in providing access to
needed data or personnel. Since the
determination of unreasonable delay is
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subjective, it is important to distinguish
between occasional delays due to
unexpected circumstances (for example, a
key employee is out sick) and recurring
delays which suggest that it is a
contractor's practice to engage in delaying
tactics. Recurring delays should be
carefully documented with the names of
contractor employees, data requested,
dates when requested, dates when
provided, etc.

c. Restrictions on reproduction of nec-
essary supporting evidential matter.

d. Partial or complete denial of access
to internal audit data or other management
reports on contractor operations.

e. Denial of access to the contractor's
data base. This denia can be a refusal to
produce the necessary reports, or alow
DCAA to validate reports by testing the
database using DATATRAK, or other data
retrieval software.

f. Chronic failure of contractor person-
nel to comply with agreed-to dates for fur-
nishing data.

g. Assertion of attorney-client privilege
or attorney work product rule. The auditor
is not in a position to accept a claim of
attorney-client privilege or the work prod-
uct rule. Therefore, auditors should request
that Headquarters, Policy and Plans obtain
alegal opinion from DCAA counsel when
aclaim of privilege is made.

1-504.5 Resolution of Contractor Denials

a. When contractor personnel deny or
unreasonably delay access to records
needed for audit, auditors should immedi-
ately notify and thoroughly discuss the
issue with responsible contractor officials
authorized to make decisions. Reasonable
effort should be made to resolve the issue
in a timely manner at the lowest possible
DCAA and contractor management level.
If access is denied following the initial
conference with the contractor, the auditor
should follow the procedures cited in
DCAA Instruction No. 7640.17.

b. When implementation of DCAA
Instruction No 7640.17 does not resolve
contractor denial of access to records, then
the regional office should consider request-
ing Headquarters to subpoena the records
in accordance with DCAA Regulation No.
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5500.5. The DCAA Director is authorized
to subpoena contractor documents and
records needed to audit costs incurred un-
der flexibly priced government contracts
and subcontracts, and to audit the accuracy,
completeness, and currentness of cost or
pricing data used for negotiated govern-
ment contracts and subcontracts.

1-504.6 Impact of Contractor Denial of
Access

a. Costs which are unsupported due to
lack of access to records should be ques-
tioned under price proposals. Such costs
should also be questioned on progress
payments and suspended under cost-
reimbursement contracts per 6-902a. A
contractor's denial of access to records may
be so extensive that it is impractical to
perform any audit or determine an amount
affected by the denial. In such a case, im-
mediately notify al procurement and con-
tract administration activities that may be
involved with the subject audit and request
their assistance. In addition, the auditor
should recommend suspension of payments
on all affected contracts until the access to
records problem is resolved.

b. The impact of a contractor's denial
of access to records on the scope of audit
should be described in the "Qualifica
tions" and "Results of Audit" paragraphs
of the audit report. The report should
identify the records that were sought,
discuss the need for the records, and de-
scribe the measures that were taken to
gain access (see 10-210.4).

1-505 Other Accessto Records I ssues --
Transfer of Recordsfrom Hard Copy to
Computer Medium

a. FAR 4.703(d), which was effective
February 27, 1995, and Public Law 103-
355 alow contractors to retain records in
any medium or any combination of media
if the following requirements are met:

(1) The requirements of FAR Subpart
4.7 are satisfied.

(2) The process used to create and
store records must reproduce the original
document, including signatures and other
written or graphic images, completely,
accurately, and clearly.
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(3) The procedures for data transfer,
storage, and retrieval protect the origina
data from alteration.

b. To comply with FAR 4.703(d), a
contractor's system of transferring records
from hard copy to computer medium
should contain the following elements:

(2) A relidble computer medium (typicdly,
this includes vendor supported benchmark
data).

(2) Documented procedures for data
retention and transfer which provide rea-
sonable assurance that the integrity, reli-
ability, and security of the origina hard
copy datawill be maintained.

(3) An audit trail describing the data
transfer.

(4) A computer medium which cannot
be destroyed, discarded, or written over.
The contractor will need to consider ap-
propriate transition, after exception report-
ing, to non-eraseable storage.

(5) A transfer process that includes all
relevant notes, worksheets, and other pa-
pers necessary for reconstructing or under-
standing the records (this also includes
appropriate back-up procedures).

(6) Adequate internal control systems,
including segregation of duties, particularly
between those responsible for maintaining
the general ledger (and related subledgers)
and those responsible for the transfer proc-
€ss.

(7) A procedure prohibiting record de-
struction during the implementation phase
until it can be shown that the system is
actually providing acceptable copies of the
records being transferred.

(8) An acceptable system of continu-
ing surveillance over the computer me-
dium transfer system. Thisincludes com-
parisons of the original records and the
computer generated copies, as well as
periodic internal control audits. The poli-
cies and procedures should provide for
the maintenance of adequate evidence to
support the nature and extent of the con-
tinuing surveillance.

(9) A requirement to maintain all origi-
nal records for aminimum of one year after
the date of transfer.

(10) Adequate procedures for periodic
internal and external audit.

(11) Adeguate procedures for labeling
and storing the computer medium in a se-
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cured environment. The storage proce-
dures should meet the minimum standards
prescribed by the National Archives and
Records Administration for maintenance
and storage of electronic records.

(12) Adequate procedures for the ran-
dom sampling and testing of all records
retained in accordance with the require-
ments of the National Archives and Re-
cords Administration. Procedures should
include provisions for notifying the con-
tracting officer of any significant data
losses on atimely basis.

(13) Procedures for retrieving retained
records at the time of audit. Procedures
should include provisions for printing a
hardcopy of any record. In addition, poli-
cies should include provisions for access
by Government representatives, at the
time of examination, to the necessary
computer resources (terminal access,
printer, etc.) that are necessary for the
production of the retained records.

(14) Procedures for preventing the
destruction of any hard copy records that
are required to be maintained by existing
laws or regulations.

1-506 Other Accessto Records|ssues--
RecordsDestroyed or Not in Condition for
Audit

a. When the contractor's records are
inadequate, not current, or otherwise not in
condition for audit, immediately bring the
deficiency to the contractor's attention. If
corrective action is not instituted promptly,
notify the regional office, the requesting
procurement activity, and other govern-
ment offices affected. Except as author-
ized by law, regulation, or court order, the
auditor should not undertake or participate
in correcting the deficiencies.

b. When records are aleged to have
been destroyed, lost, stolen, or otherwise
cannot be located, obtain a written state-
ment from the contractor describing the
circumstances. Notify the contracting offi-
cer of the extent to which an audit can be
made using the remaining available re-
cords. The auditor should not attempt re-
construction of contractor's records.

c. Any audit reports issued under these
circumstances should contain appropriate
comments on all the facts, with any nec-
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essary disclaimer, adverse opinion, quali-
fications, and/or explanations of ques-
tioned costs.

1-507 Security Requirements for
Contractor Information

a. Perform audits in such privacy as
warranted under the circumstances, and
provide al necessary safeguards of con-
tractor-confidential data. Working papers,
audit reports, unpublished financial state-
ments, correspondence, files, and other
records and sources available to or in the
possession of the auditor usualy contain
information which the contractor regards as
confidential. Use such information only for
performance of official duties. Except as
authorized by law, regulation, or court or-
der the auditor shall not disclose the infor-
mation to other persons except with the
contractor's permission, and shall not dis-
cuss information in a manner which might
permit disclosure to unauthorized persons.

b. The law pertaining to unauthorized
disclosure of contractor information, and
penalties for violation thereof, is con-
tained in 18 U.S.C. 1905, as amended,
and is quoted below:

Whoever, being an officer or employee
of the United States or of any depart-
ment or agency thereof, or agent of the
Department of Justice as defined in the
Antitrust Civil Process Act (15 U.S.C.
1311-1314), publishes, divulges, dis-
closes, or makes known in any manner
or to any extent not authorized by law
any information coming to him in the
course of his employment or officia
duties or by reason of any examination
or investigation made by, or return, re-
port or record made to or filed with,
such department or agency or officer or
employee thereof, which information
concerns or relates to the trade secrets,
processes, operations, style of work, or
apparatus, or to the identity, confiden-
tial statistical data, amount or source of
any income, profits, losses, or expendi-
tures of any person, firm, partnership,
corporation, or association; or permits
any income return or copy thereof or
any book containing any abstract or par-
ticulars thereof to be seen or examined
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by any person except as provided by
law; shall be fined not more than
$1,000, or imprisoned not more than
one year, or both; and shall be removed
from office or employment.

. Release of contractor information to
the General Accounting Office, members
of Congress and congressional committees
and their staffs, offices of inspector gen-
eral, and government investigative agencies
should be handled in accordance with the
procedures outlined in the applicable para-
graph under 1-203, 1-404.7, or 1-405.
Release of contractor provided information
in litigation is governed by DCAAR
5410.11 and the discovery rules of the fo-
rum involved. Release of contractor pro-
vided information in response to requests
under the Freedom of Information Act is
governed by DCAAR 5410.8.

1-508 Assistancein Preparing Claims
Against the Gover nment

a. Officers and employees of the gov-
ernment are prohibited by law (18
U.S.C. 205) from acting as agents or
attorneys for prosecuting any claim
against the United States or aiding or
assisting in the prosecution or support of
any such claim other than in the proper
discharge of their official duties. A part
of the auditor's official duties is to in-
form contractors of the manner in which
public vouchers, termination settlement
proposals, cost statements, and other
financial representations connected with
the negotiation and performance of gov-
ernment contracts should be prepared
and submitted.

b. The auditor may advise contractors
as to types of costs which are considered
allowable and unallowable and on request
may orally express an opinion as to the
acceptability of a specific item of cost.

c. The auditor may advise contractors
to screen and not claim costs specifically
unallowable by contract terms, statute,
public policy, or government regulations.
If the contractor consistently claims costs
which are clearly unallowable under the
contract terms, refer the matter to the
Plant Representative/ACO for appropriate
action. (See 8-405.)
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1-600 Section 6 --- Relationship with the News M edia

1-601 Introduction

This section contains guidelines re-
garding contacts with the news media.

1-602 General

DCAA Regulation 5230.1 imple-
ments DoD Directive 5230.9, Clearance
of DoD Information for Public Release.
The Regulation includes guidance re-
garding information to be furnished the
news media. Information in any form
concerning Agency plans, policies, pro-
grams, or operations must be cleared
through Headquarters before release.

1-603 Processing Requests for
Information

Agency personnel are often contacted
directly by the news media. Although talking
with the news media is not prohibited, the
above references govern the release of infor-
mation. If contacted by the media, the em-
ployee should obtain the person's name, the
organization represented and telephone num-
ber, and the questions to be answered. This
information and the circumstances surround-
ing the request should be conveyed to the
Agency Executive Officer (DX), Headquar-
ters. The Executive Officer is responsible for
deciding how the request from the media will
be satisfied and for obtaining appropriate
clearance for the release of information.
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1-700 Section 7 --- Processing Freedom of Information Act (FOIA) Requests

1-701 Introduction

This section contains information and
pertinent references for processing Free-

dom of Information Act (FOIA) re-
quests.
1-702 General

The Freedom of Information Act, 5
U.S.C. 552, is a public law which is de-
signed to allow the general public accessto
government records. DCAA Regulation
5410.8, DCAA Freedom of Information
Act Program, implements DoD Directive
5400.7, DoD Freedom of Information Act
Program. DCAA's implementing regulation
is codified as 32 C.F.R. Part 290 and con-
tains policy and procedural information
relative to the Act. This issuance is sup-
plemented by DCAAP 5410.14, DCAA
Freedom of Information Act Processing
Guide. Additiona information may be
found on the DCAA web site.

1-703 Scope of the Statute

a. All audit work products are subject to
public demand under the Freedom of In-
formation Act. Although there is a prefer-
ence for release of government documents,
aspects of these documents may be subject
to withholding under one or more of the
established exemptions contained in the
Act. The Agency must prove that a specific
harm will be realized to preclude release of
the requested records. An explanation of

the exemptions is contained in DCAAP
5410.14.

b. Typically, requestors seek copies of
audit reports and working papers. Some
reguests are specific to a particular audit
report while others are more general.
Since the release of most audit reports is
at the sole discretion of the contracting
officer, the primary demand for records
will be limited to the working papers.
Requests for DCAA records compiled to
support an ongoing investigation are
normally referred to the investigative
agency for processing until all actions
related to the case have been resolved.
Similarly, requests that would cover re-
cords generated in support of atrial attor-
ney are covered by the attorney work
product privilege. Their release should be
coordinated with the trial attorney or
his/her successor.

1-704 Processing Requests for
Information under FOIA

Request for records may require a
search of the Agency's records to identify
potentially responsive documents and
information pertinent to the releasability
of each record. Specific instructions for
the processing of each request will be
provided by the FOIA Coordinator at the
regional level and the DCAA Information
and Privacy Advisor for the Headquarters.
A listing of Agency FOIA personnel may
be found in DCAAR 5410.8 and DCAAP
5410.14.
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1-800 Section 8 --- Auditor Participation on Contractor and Government Process
Action Teams (PATSs); Integrated Product Teams (1 PTs); Management Councils;
and Related Streamlined Acquisition I nitiatives

1-801 PATs- General

a. Auditors are often asked to partici-
pate on contractor or government PATS. In
most cases, the PATs objectives are to
study and suggest improvements to systems
of internal controls as well as to analyze
the efficiency and effectiveness of the pro-
cess. This section provides guidance on
auditor participation on PATS.

b. PATs are generally formed to evalu-
ate and improve a process or system. Gen-
erally, PAT membership is cross-functional
and consists of nonmanagement personnel.
PATSs are generaly advisory in nature and
provide their recommendations to man-
agement for further consideration and im-
plementation.

1-802 Auditor's Role on Contractor
Teams Such as PATSs, Steering
Committees, and Management Advisory
Boards

a. The auditor can be a full voting par-
ticipant on contractor teams such as PATs
that are not empowered to make manage-
ment decisions. Usuadly, the auditor is
asked to participate on PATs addressing
contractor systems for which DCAA has
audit responsibility such as accounting,
billing, compensation, and estimating sys-
tems. For PATs focusing on other systems
for which DCAA does not have the pri-
mary responsibility, DCAA should provide
support as requested and appropriate in the
circumstances.

b. DCAA's role as independent finan-
cial advisor to the contracting officer lim-
its our participation on contractor teams,
management advisory boards, steering
committees, or other similar groups that
are empowered to make management de-
cisions. The auditor cannot serve as a
member of these types of groups. How-
ever, the auditor can participate as an
observer at team meetings. The auditor
can aso provide contract audit and ac-
counting advice to these groups. The type
of advice generally provided includes:

e Input on the contractor's internal
control system (e.g., expectations,
strengths, and weaknesses)

e Briefings on the results of current
risk assessments (e.g., ICAPS and
PASS)

e Advice on contract accounting mat-
ters

To maintain independence, the auditor
cannot be involved in the group’s decision
making processes such as voting on im-
plementation of recommendations and
process improvements.

¢. The auditor should document impor-
tant aspects of participating on the team .
Examples of items to document include:

»  Theteam’'sobjectives

*  Theauditor’ srole on the team

e« Key team milestones and when

those milestones were accom-
plished

» Discussions relating to the contrac-

tor’sinternal control system

» Briefings of current risk assess-

ments

 Advice on contract accounting

matters

e Maetrics developed by the team to

assess effectiveness of the process

* The team’s conclusions and rec-

ommendations
The auditor should aso follow up to evalu-
ate any changes made to the system and
consider these changes when scoping any
future audits of the system.

d. Since the system that is being
evaluated by the team belongs to the con-
tractor, the contractor performs most of
the action to implement improvements to
the system, while the government actively
monitors the improvements. The auditor's
participation on contractor teams does not
preclude DCAA from conducting audits
and expressing an opinion of the particu-
lar process in the future, even if the opin-
ion is contrary to the recommendations or
conclusions of the teams. Figure 1-8-1 is
an example of a letter that should be sent
to the contractor describing the auditor's
role on contractor teams.
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1-803 Auditor's Role on Gover nment
PATs

Auditors can fully participate on gov-
ernment PATS that are studying processes
involving DCAA mission responsibilities.
Examples of government PATSs that audi-
tors are frequently asked to participate on
include PATs formed to study and suggest
improvements on acquisition processes or
regulations.

1-804 Integrated Product Teams (IPTs) -
Background

a On May 10, 1995, the Secretary of
Defense issued a memorandum directing
the use of IPTs to the maximum extent
practicable throughout the DoD acquisition
process. DoD IPTs are composed of repre-
sentatives from al appropriate organiza-
tions and functional disciplines working
together with a team leader to build suc-
cessful and balanced procurement pro-
grams. The intent in using IPTs is to avoid
rework at the end of a process by identify-
ing problems and finding potential solu-
tions at the earliest possible point in the
procurement process. As certain major
acquisition programs proceed toward major
milestone decisions or reviews, each pro-
gram establishes and executes an overarch-
ing IPT (OIPT), working-level IPT (WIPT),
integrating IPT (IIPT), and program-level
IPT(PI PT), as appropriate:

OIPTs provide assistance, oversight
and audit as an acquisition program
proceeds through its acquisition life-
cycle. OIPTs are comprised of staff
representing the Office of the Secre-
tary of Defense and the service com-
ponents.

« WIPTs focus on a particular topic
such as test and evaluation, cost
analysis, performance analysis and
similar activities. The program man-
ager, or designee, forms and leads
WIPTs.

* |IPTs are a type of WIPT. The IIPT
coordinates all WIPT efforts and cov-
ers all topics not otherwise assigned to
another WIPT.

» PIPTs focus on program execution.
Within this category are procurement
IPTs comprised of participants from
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the program office, contracting of-
fice, DCAA, DCMA, and the con-
tractor.

b. In general, the procuring contracting
officer (PCO) is encouraged to establish a
procurement IPT to aid in making the best
decisions on significant aspects of the
procurement. The IPT will begin work
when the RFP/RFQ is being developed.
The IPT normally continues its work
throughout the proposal development,
audit, negotiation, contract award, and
contract performance. The PCO will
chair the IPT, determine its membership,
and set its scope. The major objectives of
an |PT are better RFPS/RFQs, better pro-
posals, reduced cycle time between issu-
ance of RFP/RFQ and contract award, and
better understanding of the contract re-
quirements. The makeup of the IPT will
normally include the buying activity,
DCMA, DCAA, and the contractor.

c. The following are key characteristics
of asuccessful IPT:

Full and Open Discussions. Each IPT
member brings to the team unique ex-
pertise that needs to be recognized by
al. Full and open discussion does not
mean that the team must act on each
view. There can be disagreement.
The auditor as a member of the IPT is
expected to act as an independent fi-
nancial advisor and to provide an in-
dependent audit opinion.

Empowered, Qualified Team Mem-
bers. IPT members should be em-
powered by their leadership to pro-
vide advice and speak for their
organizations on interim decisions in
their functional area of responsibility.
In the case of DCAA, we can fulfill
this role without compromising
GAGAS (related to adequate supervi-
sion) by having the DCAA IPT par-
ticipants maintain frequent commu-
nication with their supervisors.
Auditors should use their experience
and judgment in determining what
interim matters need to be discussed
with their supervisors before sharing
positions with the IPT. The needed
supervisory review and approval of
positions should be transparent to
other participants. In all cases the
IPT will be advised that a final audit

DCAA Contract Audit Manual



142
1-805

opinion will be confirmed in an audit
report unless the Contracting Officer
has waived the audit.

*  Dedicated/Committed Proactive Par-
ticipation. Consistent team participa-
tion by people with institutional
knowledge of the functional areas is
necessary for the IPT's success.

* Issues Raised And Resolved Early.
Team members should openly raise
and discuss issues at the earliest pos-
sible opportunity.

1-805 Auditor’s Roleon DoD IPTs and
Related Streamlined Acquisition
Initiatives

a The auditor may participate in IPTs
and related streamlined acquisition initia-
tives that require financia advisory ser-
vices. The auditor’s role on the IPT during
the proposal preparation process is to pro-
vide real-time feedback on such items as:

* Proposal support data expectations

» Proposal estimating techniques

* Impact of outstanding estimating defi-
ciencies on the proposal preparation
process and actions needed to correct
the deficiencies

To maintain audit independence, the audi-

tor should not prepare any part of the con-

tractor’s proposal.

b. The auditor should coordinate with
the contracting officer to establish if the
proposal will involve an IPT and exactly
what services are required; i.e., an exami-
nation of the complete proposal, examina-
tion of part of the proposal, or an applica-
tion of agreed-upon procedures. The
auditor should acknowledge the request for
services after obtaining a clear understand-
ing of the contracting officer’s needs. Re-
fer to figures 1-8-2 and 1-8-3 for examples
of acknowledgement letters for IPTs en-
compassing examinations and applications
of agreed-upon procedures, respectively.

c. As part of the IPT process, auditors
may review management approved parts of
the proposal as the parts are completed by
the contractor and submitted to the IPT (for
example, consolidated bills of material,
major subcontracts, and other direct costs).
Management’s written approva of any
partial submission is critical to avoiding
wasted audit effort reviewing interim draft
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proposals. The auditor normally will be
expected to discuss interim audit findings
with the team on a red-time basis. In
many cases, the contracting officer will
also ask the auditor to communicate the
interim audit results to the contractor for
comment or correction before submission
of the final signed proposal.

d. In al cases, at the conclusion of the
audit evaluation and receipt of the contrac-
tor’s final signed proposal, the FAO will
issue an audit report. Audit reports will not
be issued on a piecemeal basis on each part
of the proposal. If the contractor has an
effective system for integrating the pro-
posal parts, then the cycle time between
submission of the full proposa and the
issuance of the audit report should be very
short. ldeally, at the point when the con-
tractor submits its full proposal, the auditor
already will have completed most of the
field work. The remaining work usually
entails a reconciliation of the proposal
parts submitted during the process with the
formally signed proposal package and fol-
low-up with the contractor on any differ-
ences.

e. The auditor should communicate to
the IPT that the FAO can issue an audit
report in substantially reduced cycle-time
and meet the IPT’s needs if the contractor
participates successfully on the IPT. The
auditor should promptly advise the IPT of
any problems that would prevent issuing
the audit report by the agreed-upon date.
The auditor should work with the other IPT
members to resolve these problems so that
the due date can be met.

f. The auditor’s rea-time feedback dur-
ing the proposal preparation and evaluation
stages can either be oral or in writing. If
the feedback is oral, it should be docu-
mented in the working papers. The auditor
should advise the IPT that the feedback
represents in-process advisory services and
that the independent audit report will be
issued soon after submission of the entire
proposal.

g. Before preparing the audit report, the
auditor should coordinate with the con-
tracting officer to determine any specia
reporting requirements. The audit report
format will vary depending upon the ser-
vices requested by the contracting officer
(e.g., examination, review, audit of parts of
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a proposal, or application of agreed-upon
procedures). The auditor will generally
follow the appropriate reporting guidance
for each of these audits (see 10-300 and
10-1000). These reports should express an
opinion on the cost or pricing data included
in the formally signed proposal submission
in accordance with Agency opinion guid-
ance (see 10-300). The opinion will vary
depending upon the services provided. The
report should comment on significant defi-
ciencies disclosed during the evaluation
and how these deficiencies were resolved
in the formally signed proposal submis-
sion. The report should also comment on
any significant outstanding deficiencies.
Qualifications should be included only if
there were circumstances that significantly
and adversely impacted the conduct of the
evaluation and its results. (See 10-210.4)

1-806 M anagement Councils, Single
Process I nitiative (SPI), and Cost-
Benefit Analysis

1-806.1 M anagement Councils

a One of the Defense Contract Man-
agement Agency's (DCMA's) initiatives is
to establish and support management
councils at larger contractor locations to
facilitate the implementation of process
improvements. FAOs should actively par-
ticipate in these management councils and
provide any financia advice that may be
needed.

b. A management council is a team of
all the stakeholders involved with business
activities at a particular contractor location.
The management council provides a forum
for communicating ideas, implementing
change, and accelerating improvements in
the acquisition process.

c. DCMA encourages and supports the
formation of management councils at
prime contractor locations that have a ma-
jor acquisition program, account for more
than 80 percent of the Contract Admini-
stration Office's unliquidated obligations,
or any other location where a council
would be beneficial. Contractors may es-
tablish management councils at organiza-
tional levels above the local management
level (e.g., sector or corporate level).
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d. Council membership includes repre-
sentation from all stakeholders (contractor,
DCMA, DCAA, and major customers).
Council members must be senior enough to
commit resources and make decisions for
their organizations within applicable regu-
lations and statutes. Normally, the FAO
manager should represent DCAA. How-
ever, a smaler contractor locations, the
FAO manager may delegate this responsi-
bility to a supervisory auditor. At a corpo-
rate management council that includes
Service Headquarters or Office of the Sec-
retary of Defense members, the Regiona
Director should represent DCAA.

e. Chapter 0.5 of DCMA Directive 1,
Contract Management "One Book," pro-
vides DCMA policy on management coun-
cils. The DCMA "One Book" is available
on DCMA's home page a
http://home.dcma.mil.

f. DoD's policy on corporate manage-
ment councils is provided in a September
14, 1999 memorandum issued by the Un-
der Secretary of Defense for Acquisition,
Technology, and Logistics (USD [AT&L]).
This policy memorandum is available on
the Defense Acquisition Legacy Desk-
book's Reference Library (under "Manda-
tory," "DoD Documents,” and "Policy Let-
ters & Memos").

1-806.2 Single Process I nitiative (SPI)

a. Management councils have been key
to facilitating process improvements at
contractor facilities, in particular, process
improvements related to the SPI. The SPI
allows contractors to have existing con-
tracts modified to replace multiple gov-
ernment-unique management and manufac-
turing systems with common, facility-wide
systems. Contractor proposals are viewed
and approved by a management council.
After approval of a contractor's SPI pro-
posal, the ACO executes a block change
modification that modifies al affected
contracts at the facility.

b. DCMA manages the SPI. Chapter
0.2 of DCMA Directive 1, Contract Man-
agement "One Book" provides DCMA
policy on the SPl. The DCMA "One
Book" is available on DCMA's home page
at http://www.dcmamil.
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. The SPI was implemented in Decem-
ber 1995 in response to a December 5,
1995 memorandum, "Common Sys
tems/| SO-9000/Expedited Block Changes,"
issued by the Secretary of Defense, which
directed the Under Secretary of Defense for
Acquisition, Technology, and Logistics
(USD [AT&L]) to promulgate the SPI
guidance. A December 8, 1995 USD
(AT&L) memorandum, "Single Process
Initiative," provides the DoD implementing
SPI guidance. Initialy, the SPI was in-
tended to be a short-term initiative. How-
ever, on June 3, 1998, the USD (AT&L)
issued a memorandum, "Single Process
Initiative--A Long Term Perspective,”
which institutionalized the SPI. The June
3, 1998 memorandum identifies the SPI as
the mechanism to implement contract
changes that facilitate civil-military inte-
gration.  An August 30, 2000 USD
(AT&L) memorandum, "Escalation Policy
for the Single Process Initiative," estab-
lished an escalation process for the SPI.
These four DoD policy memorandums are
available on the Defense Acquisition Leg-
acy Deskbook's Reference Library (under
"Mandatory", "DoD Documents,” and
"Policy Letters & Memos).

1-806.3 Cost-Benefit Analysis

a. The auditor's principal responsibility
in the SPI is to evaluate the contractor's
cost-benefit analysis.  The cost-benefit
analysis is a rough order of magnitude
(ROM) estimate of the costs and savings
associated with the process change. The
cost-benefit analysis does not need to be
supported by cost or pricing data.

b. When evduating a cost-benefit
analysis, the auditor should first determine
if it includes al of the relevant implemen-
tation cost and savings information (instant
savings on existing contracts and annual
future savings impacting forward pricing).

c. Attributes of an adequate cost-benefit
analysis are asfollows:

(1) The cost-benefit analysis should
include an analysis of :

e Implementation costs,

o Esti (rjnated savings on existing contracts,
an

» Estimated annual future savings to re-
flect in forward pricing.
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(2) The annua future savings should be
forecasted for the period covered by the
contractor’s indirect expense rate forecast
(usudly five years).

(3) The cost-benefit analysis should
identify both direct and indirect implemen-
tation costs and savings. Estimated im-
plementation costs and savings should be
broken down by the contractor's normal
direct and indirect cost elements.

» Direct implementation costs and sav-
ings to be included in contract price
proposals

* Indirect implementation costs and sav-
ings to be included in forward pricing
rates.

(4) There should be rationale to support
significant estimates of implementation
costs and savings. For example, the analy-
sis should identify the implementation plan
and procedures, and the related costs. The
major implementation cost items should
include estimating rationale. The analysis
should aso identify the changed (deleted
and new) reguirements as a result of im-
plementation of the single process initia-
tive, and the related savings. The savings
should be broken out by savings on exist-
ing contracts and annual savings after im-
plementation. The major savings areas
should include estimating rationale.

(5) The cost-benefit analysis should
identify recurring versus non-recurring
implementation costs and savings.

(6) The level of detail required is de-
pendent upon the circumstances. Consider
such items as technical complexity, gov-
ernment participation, and the materiality
of estimated implementation costs and
savings. More significant changes would
usually regquire more supporting data. Pa-
rametrics and information other than his-
torical data may be used to support the
estimates, if appropriate.

d. If the process improvement cost-
benefit analysis does not include al rele-
vant items, the auditor should immediately
conduct fact-finding with the contractor to
obtain the information or the reasons why
the information is not relevant. If the fact-
finding does not result in obtaining the
relevant implementation cost and savings
information, the auditor should request, in
writing, the assistance of the ACO in ob-
taining the necessary data.
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1-807 Memorandum of Agreement

a. When participating on a PAT,
PROCAS team, IPT, other similar teams,
or Management Councils, the auditor may
be asked to sign a teaming agreement or
Memorandum of Agreement (see 1-
504.1.e for guidance on memorandums of
agreement pertaining to access to contrac-
tor records). Auditors generally should
not sign these agreements. The auditing
standard of independence precludes
DCAA from entering into agreements
relating to audit scope. Even when the
agreement does not relate to audit scope,
there is sometimes an appearance of inde-
pendence problems when DCAA signs an
agreement. Instead of signing an agree-
ment, the auditor may satisfy the cus-
tomer’s needs by communicating to the
team leader in writing the auditor’s ex-
pected role on the team. If the contractor,
Federal agency, or team leader insists on
the FAO entering into an agreement, the
FA O should send the proposed memoran-
dum of agreement and background mate-
rial through the regional office to Head-
quarters, ATTN: PAS, for coordination
before executing the agreement.

b. As part of the AFMC/Interagency
Contract Closeout Process Action Team
(PAT), DCAA agreed to the use of team-
ing arrangements similar to the Audit
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Cycle Time Reduction Initiative to com-
plete and settle the annual incurred cost
audit and closing out of contracts. FAOs
may be asked to sign Incurred Cost Audit
Memorandums of Agreement. In this
instance, since the proposed MOA per-
tains to the scheduling of work rather than
audit scope, there is no problem with the
FAO manager signing such a memoran-
dum. The FAO manager should ensure
that the scheduling requested can be ac-
complished with current programmed
and/or anticipated work load and pro-
jected staffing prior to signing the MOA.
Items that will usually be included in the
MOA are:
» Detailed schedules for submission, audit,
and negotiation of final overhead rates
e Outline/description of adequate data
for the final overhead proposal sub-
mission
* Timeliness parameters for the audit
and negotiation process
* Identification of any training needs, such
as the Audit Cycle Time Reduction
Workshop
To assist in the tracking of the
Agency’s progress in accomplishing the
PAT recommendations, FAOs should
forward copies of executed MOAS to the
attention of the Policy Programs Division
(PPD) in Headquarters.
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Figure1-8-1
Notification Letter to Contractor

Danica Smith, Controller
ABC Corporation

507 Main Street

Any City, State 00000

Dear Ms. Smith:

Y ou have requested that DCAA provide a participant on a PAT you are establishing to
study and suggest improvements in your processes and internal controls for {identify sys-
tem or process that is being evaluated} . | believe your desire to pursue continuous process
improvement in this critical area has significant potential benefit to the government. Ac-
cordingly, | have assigned Ms./Mr.____of my staff to participate. They may be contacted at
{telephoneno.}.

While | am supportive of your PAT efforts and understand the value of a DCAA par-
ticipant, it is important that you acknowledge the following conditions regarding such
participation. Ms./Mr. is participating in her or his individual capacity, and his or
her contributions do not represent formal audit opinions of the DCAA. As such, DCAA
reserves the right to conduct such audits in the future as are considered necessary, in ac-
cordance with FAR, and to render independent opinions as a result of such work, even if
such opinions are contrary to the recommendations or conclusions of this PAT.

Sincerely,

James Jones
FAO Manager
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Figure 1-8-2
Acknowledgement L etter for DCAA Participation on |PT
Proposal Examination

MEMORANDUM FOR CONTRACTING OFFICER, DEPARTMENT OF THE AIR
FORCE, HEADQUARTERS SPACE AND MISSILE
SYSTEMS CENTER (AFMC), 5555 VELA WAY, SUITE
5555, EL SEGUNDO, CA, 90345-4659

SUBJECT: Acknowledgement of Request for DCAA Participation on an Integrated
Product Team for the Development Phase of the F-22 Aircraft, ABC Com-

pany
REFERENCE: RFP No. WAFB12-XX-R-0052

We have received your request for services, dated October 11, 20X X, requesting audi-
tor participation on an Integrated Product Team (IPT) leading to the award of a contract
for the Development Phase of the F-22. We have established assignment number
1234-20X X J22000001 to accomplish this effort.

Y ou have requested that DCAA participate in developing the IPT charter and timelines
for goal accomplishment, and in providing financial advisory services to include examina-
tion of the resulting contractor-prepared pricing proposal. Our auditors will fully partici-
pate on the IPT. The auditor’s role during the proposal preparation process is to provide
real-time feedback on such items as:

 proposal support data expectations,

* proposal estimating techniques, and

» impact of outstanding estimating and accounting system deficiencies on the pro-
posal preparation process and actions needed to correct the deficiencies.

The auditor will begin examining completed proposal parts as they are approved by
contractor management and submitted. To maintain auditor independence, the auditor
will not assist the contractor to prepare the pricing proposal. The auditor will issue a re-
port to communicate the proposal evaluation results after the contractor submits the for-
mally signed proposal. We anticipate that the issuance of our report will be expedited
because of our participation on the IPT.

We have assigned Mr. Joseph Kissinger, Supervisory Auditor, and Mr. Robert White,
Senior Auditor, as our IPT representatives. If you require additional audit services, please
contact them at (703) 555-1111 or (703) 555-1112, respectively. Our fax number is
(703) 555-9999, and our e-mail address is dcaa-faoxxxx@dcaal .mil.

Kalyn LeBlanc
Branch Manager
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Figure 1-8-3
Acknowledgement L etter for DCAA Participation on |PT
Application of Agreed-Upon Procedures

MEMORANDUM FOR CONTRACTING OFFICER, DEPARTMENT OF THE AIR
FORCE, HEADQUARTERS SPACE AND MISSILE
SYSTEMS CENTER (AFMC), 5555 VELA WAY,
SUITE 5555, EL SEGUNDO, CA, 90345-4659

SUBJECT: Acknowledgement of Request for DCAA Participation on an Integrated
Product Team and Application of Agreed-Upon Procedures for the Devel-
opment Phase of the F-22 Aircraft, ABC Company

REFERENCE: RFP No. WAFB12-XX-R-0052

We have received your request for services, dated October 11, 20X X, requesting audi-
tor participation on an Integrated Product Team (IPT) leading to the award of a contract
for the Development Phase of the F-22. We have established assignment number
1234-20X X J22000001 to accomplish this effort.

Y ou have requested that DCAA participate in developing the IPT charter and timelines
for goal accomplishment, and in applying agreed-upon procedures on the resulting con-
tractor-prepared pricing proposal. Our auditors will fully participate on the IPT. The
auditor’s role during the proposal preparation process is to provide real-time feedback on
such items as:

 proposal support data expectations,

» proposal estimating techniques, and

 impact of outstanding estimating and accounting system deficiencies on the pro-
posal preparation process and actions needed to correct the deficiencies.

The auditor will begin evaluating completed proposal parts as they are approved by
contractor management and submitted. Based on your written request and subsequent
discussion with Mr. Kissinger of this office, Headquarters Space and Missiles Systems
Center retains sole responsibility for the sufficiency of the procedures agreed upon to ac-
complish this engagement. DCAA is responsible for completing this engagement in ac-
cordance with applicable government auditing standards for agreed-upon procedures.

The agreed-upon procedures we will apply in accomplishing this assignment are as
follows:

» ascertaining the basis for the proposed labor rates,

obtaining and verifying the proposed midpoint of effort and labor escalation,

» comparing proposed base labor rates with current actual labor rates, signed em-
ployment agreements, and prior rates of proposed new hires,

» evaluating the estimates for all material components over $XX using available
sources (purchase order history, vendor quotes, inventory prices, DRI indices,
decrement factors, etc.)

To maintain auditor independence, the auditor will not assist the contractor to prepare
the pricing proposal. The auditor will issue a report to communicate the proposal evalua-
tion results after the contractor submits the formally signed proposal. We anticipate that
the issuance of our report will be expedited because of our participation on the IPT. Our
report will only pertain to the application of the agreed-upon procedures. We were not
engaged to, and will not, perform an examination, the objective of which would be the
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expression of an opinion on the subject matter of the report. Accordingly, we will not
express such an opinion. Additional procedures, if applied, could bring other matters to
our attention that would be reported to you. The report will be prepared using the proce-
dures identified above and any other procedures which may later be agreed upon with you.
The information included in our report is intended solely for your use, and should not be
used by you or by others for a purpose other than that for which the procedures are estab-
lished.

We have assigned Mr. Joseph Kissinger, Supervisory Auditor, and Mr. Robert White,
Senior Auditor, as our IPT representatives. If you require additional audit services, please
contact them at (703) 555-1111 or (703) 555-1112, respectively. Our fax number is (703)
555-9999, and our e-mail address is dcaa-faoxxxx@dcaal.mil.

Kalyn LeBlanc
Branch Manager
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